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PREFACE TO SECOND EDITION. 


opportunity i.s afiforded to me of revi.sing this work, 
rnaking alterations which have been rendered necessary 
by amendments of the relating to .stamp duties* 

a‘nd, particularly, of adding a Chapter—the last jane— 
on Consols. In this chapter I have attempted *to review, 
in simple language, the various cau-scs of the fluctuations 
in the market price of Consols and other securities, and 
the recent suggestions put forward with a view to raise 
th£ firice of our premier security. 

n. CLEMSON. 

Muswiill, IlR.I,, I.OfAiON, N. 

Jlfaii/i, 
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PREFACE TO FIRST EDITION. 


Thjs work i.s addressed to the clerk in a merchant’s 
.office, more especially to the clerk in the shipping depart¬ 
ment, and to the student who is preparing for the Higher 
Commercial Education Kxamiiiations of the London 
Chamber of Commerce. 

> Recognising theimportanceof Exchanges and,Insurance, 
.he London Chamber of Commerce has embodied these 
subjofts in. its syllabus under the style of “The Methods 
an'.l Machinery of Business,” which has been adopted as a 
t.tl^; to this book ; and as Inland and Foreign Exchanges, 
Marine Insurance and I he Stock Exchange are the subjects 
mafnl;^ chosen by students sitting for the examinations, 
they are dealt with* in considerable detail. It is hoped that 
the book may^e fyund useful also to students of political 
economy, as the excjian|;e of wealth is herein presented 
in a pnactical manner not often associated '.T'ith works on 
political economy. 

.The author recognises the gr^at benefit this commercfSl 
youth defives from the labours of the Higher Education 
Committee of the’ London Chamber of Commerce, and 
particularly of its Chairman, ^ Sir, Albert K.^Rollit, and 



PREFACE TO FIRST EDITION 


its Secretary, JVIr. C. E. Town, to ^hom every education¬ 
alist in this country is greatly indebted, and bul^fi^#^hom 
these pages would ndver have been written. Hi.s«one_ 
desire has been to present the subjects to the studtnt in 
a plain«and practical manner. 


tl. CLEMSON.. 


Octoht>\ [907. 
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METHODS AND MACHINERY 

i 

OF BUSINESS. 


INLAND AiND FOREIGN EXCHANGES. 


INTRODHCTION. 

I>r the I'arlicst times exchanges were effected by barter. 
A man who produced a certain commodity in excess of his 
own needs sought to exchange his" surplus for some other 
thing wh'ch he desired to possess, but eould not produce. 
To effect iuc'>'van e.xchange ho had to seek some one who 
was 'not only willing to take his surplus, but who also 
possessed, and was ready to part, with, the thing he desired 
^tn exchange. The inconveniences of the system led to the 
adoption in different countries of a medium of exchange ; 
an article so generally esteemed that every one would 
gladly accept it ip. exchange for his surplus products. In 
civilized countries mctal^ were preferred to any other com- 
modity,“a8d these metals ultimately took the form of coins. 
Money-thus became the general medium of .exchange, («) 
and silver ajid gold the almost universal metals of whiew 
the- jnoney was composed. The relative values of these 

• (tf) For other function,';, well •.s llic attributes of money, see Sykes’ 
“Banking and Currency ” for a short and succinct account. 

MM.B. 
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twi metals did not fluctuate greatly, until the discovery of 
silver in South America by the Spaniards altcrea it from 
II to I to about 15.J to I, and Ihe further discoveries of 
inexhaustible supplies in the western states of the United 
States of America and in Mexico reduced its value, as 
compared with that of gold, to about 32 to I. Before this 
'latter period, England had adopted a gold st'>ndard, and 
the violent fluctuations in the value of silver have since 
caused many other countries to follow her lead ; but 
although gold has become the general standard, the'weight 
of that metal, and the proportion of alloy with which it is 
mixed, in the coinage of diflerent countries varies, and 
the English sovereign has no exact counterpart in w ight 
or value in any other coin in the world. In our exchanges 
‘with foreign countries having a gold standard it is easy to 
establish the relative values of the coinage by calculating 
the exact quantity of pure gold contained in each ; but 
where a countr)' has only a silver standard the fluctuating 
valtic of silver may alter it from day to day. , 

The growth of commerce has completely outstripped 
the production of the precious metals, and the inconveni¬ 
ence and costliness of forwarding them from one Jilacc 
to anotlier has rendered necessary some forms of paper 
substitutes for gold and silver. Every country makes use 
in its inland exchange.s, of bank-notes and cheque.s, and in 
its foreign exchange.s, of bills of excljange. In England, 
more than in any other country, chcfquos form a pre¬ 
ponderating part of our instruments of exchange, the 
cheques end bills jiassing through the Londonf Bankers’ 
Clearing House reaching a total of nearly ;^I3,000,000,0C» 
per annum. 

In the following pages an attempt has bee,i made to 
explain the uses of these vad is media of exchange. • 



CIIEOUES 


It 


th. amount, cancelled th^ cheque by writing, across - 
signature and punching holes through it, and re ur 
in the pocket of the pass-b<»k t<. W. Howen. 

'Dislicniniivil Cheques. 

Not every cheque is paid by the banker upon whom it 
k drawn. 'Tncre may be some irregularity in the drawing 
or endorsement which causes the b.mker to refuse payment 
or it may be that the drawer had not sufficient 
his bankers to meet the cheque. If it be post-dated (that 
or the sum as stated in words 


is, datSd at a later date,, — - 

does not agree with that stated in figures, or the endorse¬ 
ment’ does not agree with the name of the payee, the 
banker will return the cheque that the irregularity may be 
rectified. If it be returned for want of sufficient funds, 
the banker may mark it N/S (= not sufficient), is 

more usual. R/I) (= refer to drawer); and, should the 
collectin-r Vanlcer have given credit to his customer for 
the amount, he will return the cheque and re-debit 

the account . . , , , „ 

When cl eques are so dishonoured, it is usual to have 

them ‘‘noted." They are handed to a “public notary,” 
who rc-p*-esents them at the bank, and upon a refusal to 
Uay, attaches a -small .slip of paper, upon which he writes 
the reason-given for non-payment. Ihc dishonoured 
cheques, coining again into the possession of the legal 
holder act as proofs of debts, and simplify proceedings 
taken for their recovery. If the holder be not the payee, 
but one who has received the cheque after one or more 
endorsements, he should at once give noUcc of dishonour 
to all the endorsers; they are all liable to him for pa> mcnl, 
•but his right against them is forfeited unless he promptly 
advises them of dishonodr. 



CHAl’TER III. 

INLAND lill.LS OF FNCITANGK. 

• 

A Bil.L of exchange, as used in the .home trade, gene¬ 
rally take.s the form of an order by a creditor addresjpd to 
his debtor, requiring him to pay a certain sum at a stated 
future date. If the debtor assent to this order, by signing 
his name across the face of the bill, the creditor may take 
it to his bankers, who will at once place the sum to the 
credit of his account, in the .same manner as if cash or 
cheques had been handed to them instead of a bill; and 
they will debit him with a small sum repre.scnting interest 
on what is practically a k>an. lienee, a bill of exchange 
is frequently referred to as an instrument of credit* The 
bankers have very many sums, large and small, deposited 
with them by their numerous customers, and experience 
has proved to them that, although much of the money ma^ 
be withdrawn without notice, they may with reasonable 
safety employ some two-thirds of tke total deposits in 
investments and loans upon gopd security, including bills 
of exchange. The dividend and interest upon these in¬ 
vestments nnd loans constitute a large proportion of the 
income of th? bankej-.s. 

Exam I'l.K.— Barlow Brolliers, of London, have sold goods to the 
v.rlue^of £~o to R. .Stevens, o4 (hiildliird, upon the condition that 
el per cent, discount may he deducted if cash be paid promptly, or 
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that three months’ crc'.it nmy be taken and no dis«oiuit alU)w«]. 
K. Slovens elects to lake three months' credit. lie wid probably not 
sell the whole of the goods for.sonie liiiK', a«d may then sell them on 
credit, therefore it is an adv.intago to him to defer his payment lor 
three months, even Ihoiyeli by sfi doing he loses the opiionuinty of 
dei''iclin" 3I per cent discount. 

, .'VUhougli* Barlow Bi others art; content to take upon 
themselve.s any risk involved in thi.s deferred .system of 
payment, they are not so ovcrlrurdened with capital that 
they can afford to leave all siieh debts open in their books. 
They*thereforc draw a bill upon R. Stevens, and forward 
it to him, with a request that he will “accept ” it, and duly 
rctui'n it to them. The bill will be written on paper, 
beating an imprc.ssed stamp, as illustrated. 

It. Stevens, having written his acceptance across the face 
of the bi:', and notified that he wishes it presented, for 
payiacfil at his bankers, the L. & C. Bank, at its due 
date, ridnrns It to Barlow Brothers. The latter firm thus 
becomes possessed, not of the money, but of a writfen 
promise to pay £/0 on April 4;(a) and they may now 
take the bill to their bankers,* the L. & VV. bank, who 
will (fseonut it for them upon their endorsing it. It may be 
that the ^ank will require interest at a rate of one per cent, 
•above bank rate, and that Barlow Brothers discount it on 
January 4th. Assuming that the bank rate was 4 per cent., 
the L. & W. Bank would place to the credit of Barlow 
Brothers the sum*-of £70, and to their debit the sum of 
ijs. 6(1—i/S. 0(1. b'eing interest for three mouths at the rate 
of 5 per cent, on £70. It will be seen that R. Stevens is 
not required to pay for his purchases for tl’rec month.s, 
whilst BarlotV Brothers are enabled to get immediate 

• 

(rt) On (hi' lace of it the Inll would^ajiluMr to f.ill due on the first day of 
Xpnl, but in (jieaL IJrilain llircc days’ grace are allowed on all liilLs olfier than 
Uiose payable on dcniaud, the due date bciii^ the ^ist of these d'^iys of giaec, 

* .C 
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Cl edit at their bankers; the)’ are, in fact, trading upon the 
resources of the bank. 

When the bill becomes due on Ajiril 4th, the L. & W. 
ISank will cause it to be presented at the L. & C. Bank at 
Guildford for payment, and the L. fv C. Bank will debit 
K. Stevens with £jo. 

Should the L. fe C. B ink lefiee to par-, bc<'au.'.e R, eitevcns’ 
balance in their hamls is less than /’yo, 01 for any other 
reason, th.e bill is said to be “dishonouied ” and will be 
returned to the ],. & W. Bank, who will debit Barlow 
Brothels' account with the amount and hand the bill back 
to them. 

The position may be .summed uj) thu.s—Barlo’v Brothers 
undeitake the lisk of their customei’s failute to pay at 
maturity (otherwise due d.tte), the L. R \V. Bank advaneing 
the money 011 the combined security of both partie.s. If, 
therefore, the bill be dishonouied, Bailtnv Brothers' must 
re-nay the monc)' advanced, and may take legal proceed¬ 
ings against K. Stevens for the iccovcry of the amount, 
the bill being evidence of the debt. 

The above example will serve to illustrate one of the 
simjilcst forms of Itills of exchange, and their usefulness. 

The person ndio draws the bill is presumed b' be the 
creditor, and is called the “ drawer.” The person upon 
whom it is drawn is the debtor, and is called the “drawee.” 

Dishonourctl bills arc noted in the same manner as 
cheeiucs, and London bills arc-cleared together with chcipic.s 
at the London B.mker.s’ Clearing House.' 

The stamp duty upon bills and other inslruiucnts of 
credit is given at page 21. 



CilAlTKU ]V’. 

i'iji;Kl(;X lUl.I.S dl' FXCIIANCK. 

Lu.ls wliicli arc cli.uMi ill one counliy and payable in 
anoUiera c called fcrciyii bibs, .inu may be oiawn in ihe 
cmTcncy of cither the country ol oirpii oi of pa) lUeiit. ^ 
In iMiylaml, a month, ai applied to a bill, means a 
calendar onth, and may be any number of days ti'orn 
tiicnt) '.'-jilt to lliirty-one, inc.n-.ivc ; but in some coiintric.s 
it i- 1 ii'i ,di nt to thiity (ia)’s, iirespective of the actual 
nuinbc'-: I cordiii" to the calend.ir. 

In ' d bill's, there is no objection to inakino the 
period e pimcnce to run from the d.itc of the bill; but 
where th-ls are drawn upon a distant place, and miicii 
time ipent in their transmission, the pciioJ is made to 
icornmence from tne d,ue they arc presented to the pcisons 
upon whom they arc drawn. It is obvious tnat a bill 
drawn upon a firm in Sydney at thirty daj's after date 
would become dife as soon its it readied th.it city, and 
might as well haw been drawn payable on demand. 

i’o meet these duficultics, it is customary,^ in drawing 
foreign bills, to m.ake tliein pay.ihic at a^givcii number 
(often 30, 60, or 90) of days after sight; “sight” being 
held to be the day on whieh they arc presented for accept- 
ance to. the drawee. 

The time occupied in the tran'^nisnon of bills to distant 
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places is responsible for another difference between inland 
and f()rci_t;n bills. If the bill sent from London to Guild¬ 
ford for acceptance miscarried, that fact would soon 
become known, and another bill dis|)atchcd ; birt if a 
bill drawn upon a foreign or colonial firm mi.scai ried, much 
(time might be lost befoic .inotlur ciiuld be forwaulod. 
Hence merchant.s diaw foreign bills in sets of three, 
dispatching one at the time of drawing and another by 
the mail ne.Kt following, in the mannei shown at p. .eA, 

Still another diflcrcnce may be noted. The bill drawn 
by Barlow Brothers was made payable to their order and 
reijuiicd their enrlonscment. It w.is sent for acceptance 
to, and returne'd by, R. Stevens, and was only endorsed 
1 by Barlow' Brotheis at the time of its disposal. A bill 
draw'll upon a Bomb.iy firm at thirty d.iys after sight and 
retuviicd to L'lndon for the drawer’s endorsement, W'ould 
become overdue belore it could again reach Bombay for 
payment. It becomes necess.aiy, therefore, to make it 
p.ayablc to the order of some one in Bombay who will 
endorse it and pre.scnt it for paj’ment at maturity, {tr) 

A bill of exchange, like a bank-note or cheque,, is a 
negotiable instrument, the word “negotiable’’ here mean¬ 
ing not merely tran.sferable, as many documents may be 
tran.sfcrrcd which arc not negitiable. Any person who' 
takes a bill or other negotiable instrument ivi/it fide, and 
gives value for it, becomes the legal ow.ncr of that instru¬ 
ment, even though he received it from some one who had 
no right to it, inoviued there is no forgery. 

Every bill, of excliange must be written on paper pre¬ 
viously stampuid, and foreign bills must also bear an 
adhesive st.unp, affixed to them before or at the time of 
negotiation, in the country in which they are made payable. 
The countries of origin and of payment both demand a 

(</) The pci Mil lu wl'ura ilic I'ul is called the “ 
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stamp duty on all bills. In the ease of a bill drawn in one 
country, payable in another, and ne<;otiatcil fn a third, the 
countiy in which it is negotiated, wdl generally (as in 
blngland) require that it shall also be stamped therein with 
half the ordinary dnry Tnerc are some exceptions to this 
1,; t rule. 


and all promissory 


■ SUhttp Du/i.'s I’ll Iniiind iwd Fi'ri'ipn Bills 

Ib.^ bibs of rxehange at sight, or on demand, or 
not more than three days after sight or after date 
H), other bills of exchange 
notes not exceeding /.gt 

„ ,, ,{ I'l 

y 1 


it 


o 

o 

o 

o 

I 


il.'.T .dll g Xdi o; 

^i r every complete /.’lOo, and fractional part 

t'ercof . . . , . . .10 

\\ h. ' t'ills lire drawn .abroad .and paytiblc abroad, 
but 1 egotiated in Mngland, from 50 to/. too . o fi 
I'.xatcdinr ,dioo : 

Ib.r every complete £iOO. and fractional part 

thereof.06 








CHAPTER V. 

THE EXPORT TRADE. 

The export trade of the country is financed by means 
of bills of exchange. 

^ These bills may be drawn by the exporter upon his foreign 
or colonial customers ; and one class of bills, known as docu¬ 
mentary bills, enables him to rvithold from his customers 
possession of the goods until the bills have been paid.' 

If a merchant in Bombay desires to obtain goods from a 
firm in London, to whom he is not sufficiently well known 
to warrant their giving him credit, it is not necessary that 
he should send cash with his indent (a) or order; |hat 
would mean parting with his money a month or two before 
he received the goods. He may request the London firta 
to draw upon him at, say, thirty days’ sight, against docu¬ 
ments, which is .an undertaking to pay cash on delivery of 
the goods; and the London firm may sj.cure a consider¬ 
able advance from a banker on the production of the bill, 
etc. 

EXAMPLE.^-William Turner, of London, received an 
indent or order' for certain goods to be forwarded to 
Diabjee & Co., of Bombay, with instructions from them to 
draw at thirty days’ sight. 

{<») Iiuloiit is the nr.mc commonly^givcn to orders received from abroad. 
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W. Turner placed the 'orders with several ii/anufactur*s* 
and wholesale houses, and when he received advice from 
them that the goods were packed and ready for shipment, 
each case being marked and numbered in accordance with 
the orders, he sent to the several firms a Sliipping Note, 
which is an^instruction to the Superintendent of the Docks, 
•to receive and place them on board a stated ship. 


SHit’PiNO Note. 

11, Leadcnh.ill .St., 

1st Janitary, 1907. 

To the SupcrinteiKlcnt, 

Tilbury Itocks. 

Please receive and ship on bci.ird the ss. Macedonia, tax 
Boinbay, the uiidermeiitioni-d tjoocis; ch.uyes to my deposit 

Wiu.i.AM Turner. 

ai/j. 5 Cases Drapery, 


accouBt. 

D. & 0 ,, 
jl^'Bon'bay. 


The Dock Company have a lien [b') upon good.s, whilst 
they are in their possession, for the payrment of their 
charge.s, but as tTiis licn^ is lost when they are placed on 
board the ship,*the Company will not ship them until 
their charges are paid or a deposit account, opened with 
them. 

When he ascertained that all the goods were shipped on 
board the steamer, he made put three bills of lading,*each 

( 3 ) A holder’s riyht to retain posse^'.ion of ifood, of n hi; h he is not the legal 
payment of a debt. 
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' bting an exact counterpart of the 'other two, and bearing a 
si.xpcnny impressed stamp. The bills of lading he sent to 
the office of the Shipping Company, who first satisfied 
themselves that the goods were shipped in good order and 
condition, and tlien caused them to be signed by the 
.captain or other officer of the Company. .As freight (r) 
was agreed to be paid in advance, a cheque for its airiount- 
was handed to the Shipping Company in exchange for the 
signed bills (1!/L). . 

If packages, when shipped on board a vessel, bear any 
trace of damage, the mate’s (r/) receipt and the bill of lad¬ 
ing will record it. They may be marked “ wrapper torn,” 
"case No. 42 wot,” etc., and are then termed “foul’,’ 
.instead of “clean.” 

Wm. Turner then effected an insurance to cover the 
risk? of a sea voyage, as described at page 82. it 

Ilcfore making out a shipping invoice, he 
together the following documents:— 

(a) Invoice, three copies, from each supplier of goods. 

{/>) The Railway Compat)y’s invoice of carriage. 

(f) The Dock Com[)any's charges note, 

(if) The Marine Insurance Policy. 

(r) The Shipping Company’s freight note. 

It is imperative that he should be in po.ssrssion of each of 


{i) As cartafje is .the term used for ll.c cost of conveyance hy cart or van, 
carriage for cost of convevance by rail, ainl lighlerafrc^j’or cost of conveyance 
by barge fir lighter, so ihc cost of conveyance; by sliip is called freight. In the 
United Stales of Amciica, (he viord freight is often applied to conveyance by 
rail or sc.i. 

(f/) Where gootis are sent to llic docks by van, the Dock Company hand to 
the tarman a rcccipf, and rartke a chaige U. the shipper for handling them. 

goods are sent by baigc fir ligliltn and shipited ‘^alongside,” the .Ship’s 
fidiccrVigns a form known as a “ Mate’s receipt,” whicii a document of title 
of a lerr^vorary character to be surrciMc.cd in» exchange for a bill of lading J 
and there is no charge made liy the Dock Company, as they do not handle 
llie goods. 
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these, as the consignees must be charged with every item 
of expense, or he will sustain a loss. - 

The shipping invoice also tvas made out in triplicate. 

Fine ‘goods are usually charged by measurement, 40 
cub> feet being reckoned as a ton, and the rate made at 
so inuch per,ton. Heavy goods arc charged by weight. 

* Primage is a charge originally made by the captain for 
services rendered in connection witli loading, but now 
madebjfthe Shipping Company. The Railway Company’s 
charge for goods conveyed from the provinces to the 
docks usually includes the dock charges. 

Acting upon the instructions of Diabjcc & Co., Wm. 
Turner then drew upon them at ,’,o days' sight (30 d/s) for 
the amount of the invoice, in rupees, at a rate fixed by 
the Indian bankers in London. .Assuming this to be 1/4 
(one shihing and four pence equals r rupee) the sum in 
Indian ciu-rcncy is Rs.3347.1,0. (16 annas being the 
equivalent of a rupee), and the bill was drawn in a set of 
three, tnc first only being stamped. 

Some ji erchants make out the'bills of lading and bills of 
exchaflge tO their own order, but this necessitates their 
being er.Jorsed to the order of the collecting bank. 

^ Wm T'urnci not oidy passed the bilF to the bank for 
collection, but attached to them the invoices, the B/L,both 
in triplicate, and the policy of insurance, and, with these 
documents attache^, they are tfrmed " Documentary Bills.” 
It might happen .that the consignees would refuse to 
accept or to pay the draft, and, therefore, it is usual to 
hand to the bank also a “ letter of hypothedhtion an 
authority to the bank to sell the goods in the event of the 
bill being dishonoured, and debit the cost of the sale and 
aqy loss accruing thcrefrpm to the drawer, (c) 

(q If the hank were not ttrnieil with tliisaoiitliqfity they conhl not tpsposc 
of the gooils without referunce hr^t to the Tonchm merchant, nnlc'-i they took 
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It remaiimd for Wm. Turner to fill in a form of 
“specification,” and deliver it to the Statistical department 
at the Custom House. (/ ) This form is of two kinds, one for 
goods of British or Irish origin, and the other for goods of 
foreign origin. It gives details of the name of the ship, the 
port to which the goods were consigned, and their 'luanlity, 
nature, and v.aluc; and it is from these documents the 
return.s of the Board of Trade arc compiled, showing our 
total cxiiorts to various countries. The lodgement of the 
specification is compulsory within six days of the clearance 
outwards of the vessel. 

The bank sent the first bill of exchange, with one copy 
of the B'L, and one sot of invoicc.s, to their Bombay 
branch by the mail leaving London on January nth, one 
week after the s.s. Maccdoitia had sailed from the Tilbury 
Docks ; but as the mails travelled overland across Europe 
to Brindisi, and thence proceeded by the s.s. Isis, or Osiris 
to Egypt, they overtook and were put on board the s.s. 
Macedonia at .Suez. By the following mail, the bank sent 
another set of documents, retaining the third set in their 
posscEsion at the London office, fj-) 


upon themselves tlic risk of any Ions, and sucli a rcftTcnce would entail con* 
siderahle delay and ])rol»al)ly resiill in a fuilhcr loss, as the liomhay purchaser 
may he piesumed to have oidercd the yoods to arrive at a time when the 
mailsCl was favoniai'k*. 

(/) Spetilicalioas arc iM.rdc out n scpar.df foi.us for British awl Irish 
goods, and for good-, of lujt ign oiigiu. 

(if) Foreign hilK, ONpecially those u]X)u a countr) far disHrnt fnim the place 
of ksue, arc u' ually diawn in scK of three, the first being dispatched immedi¬ 
ately, and the second by the following mail. Should the first not arrive, or 
be delayed until after the airiv.vl of the next mail, the second is presented for ■ 
acceptance, and valuable time saved ; and llie same remark applies to the BiU 
of Lading. The inird of the set is retained in London, and is very rarely 
ii«ied, lliough the writer recallN an inhtari.c Wnere the pos.>cssion ofia third Bifl ^ 
of leading proved advanlageoe> to the lamdon merchant, who, having * 
patched the first two, received news the U'Jtal lors of the ship and cargo, and ' 
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On the day following the dispatch of the iirst mail, 
January 12th, the National Bank of India paid cheque to 
Wni. Turner for 80 per cent, of the tmount drawn for, 
viz., ^178 IOJ-. yi, leaving a balance of ,^44 i 2 j-. Od. to be 
paid upoS receiving advice from their Bombay branch that 
the bill had been duly honoured. (//) 

It will be seen that, by this method, the foreign con¬ 
signee is not given credit, and cannot secure the bill of 
lading or the goods until he has actually paid to the 
Nationalllank of India at Bombay the .sum stated upon 
the bill^f exchange. He may, however, .secure the goods - 
earlier by retiring the bill under rebate—he may pay cash 
at any time before the bill is due, and the bank will make 
an allowance, by way of rebate of interest from the time 
of payment to the date of maturity. The National Bank 
of India in London quoted a rate of exchange which 
^jcompeas.ited them for makijig an advance at the time of 
shipment, rcck( ning interest from that date until the due 
date of the bill; hence, they will refund part of thiS 
interest if the amount be repaid to them at an earlier 
period, 

In Stfflil' Cases arrangements are specially made with the 
bank tc deliver to the consignee the bills of lading upon 
his acceptance onl)', the London merchant being content 
to bear the risk of dishonour after the bill has been 
scccptccl* 

Another method is to for*vrq;d the goods direct to the 
foreign customer, Isaving it to him to remit a bill of 
exchange payable in London, but this implies confidence 

was ahle, by its proJuction, to prove to the Underwriters tl.»l l.is gooih were 

■ in good Older ami conclilion. 

nay advaiiif tbe whole sum, but others retain about 20 per 
K advice of payment ly tlie consignee. The commission 
irges is eoverfd by the rale of csdiange where the iftafts 


placed upon tnc smi 
Pd.Soine bankers 
Cetj^ until they recei 
1 the banket ch 
■ hi a foreign cuttt 
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in the customer, and an abundance of capital. Such bills 
of exchange are generally purchased from a foreign or 
colonial bank havflig an office, or agent, in London, and 
are mostly bankers' drafts, the drawer and drawee being 
practically the same person. 

In the example given here, it is shown that the bankers 
make large advances upon, that is, they practically buy, 
the Hill of Exchange before its acceptance by the drawee, 
their security being the signature of the drawer, plus the 
possession of documents of title to the goods. This course 
is pursued largely in exporting goods to distant countries. 

Where goods are exported to countries not far removed, 
a bill may be drawn upon the consignee and forwarded by 
post for his acceptance and return. It may then be lakljfi’ 
to a bill broker or discount house, and discounted with, 
pr sold to, them. The bill broker will not have pos¬ 
session of any documents of title, but he has ,a double 
security, namely, that of drawer and drawee, both of whose 
'signatures are appended to the bill. 

By whichever method the export trade is financed, it 
results in payments b^ng made b)' London bankers or 
financial house.s, and cash received by their agents abroad; 
and although these institutions preserve the same aggre* 
gate balance, their local balances are disturbed, tl\osi| 
abroad receiving considerable additions, and those at home’ 
being seriously deplenished. A means of redressing this 
disturbance is provided fey the financing of the import 
trade, which is dealt with in the follov’ing chapter. 



CHAPTER VI. 

THE IMPORT TRADE. 

The foiLigii or colonial producer who exports his goods 
usually obtains financial assistance at the time of shipment, 
and an example is here given which, for the sake of variety, 
is not an Indian, but an Australian transaction. 

W. Arbethnot, a squatter in New South Wales, as <a 
result of shearing, etc., became the possessor of forty 
bales of •.■ ool. each of which was marked with his distinc- 
WA^ 

live m n l is \/s, and numbered from one to forty, and 
/WN 

they were then forwarded to Sydney and shipped on board 
tHe s.s. WonHoonwoloo. The total weight of wool was 12,000 
pounds, and he drew a bill (a) for £yx> (representing six¬ 
pence per pound ot the total weight), upon Bis agent in 
London, at sixty days a(ter,sigBt. (b) 

The price of the wool in London was uncertain, although 
it was certain to sell for much more than sixpence per pound, 
and the advance of this sum may appear inadequate; but 
the freight wps not paid in Sydney, being left for payment 

(<j} The Mil was dratsii iti a set of three, for examples of which see |5. 

Sixty clays’ after si^lit allowed for the sale of the wool taking place 
before the maturity of the hill. 
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‘ ill Londufi, and the bank advanced the total sura of the 
bill, less their interest chari^es. 

W. Arbnthnot deposited the bills of exchan;;e, hills of 
ladiii” and policy of marine insutance uith the. Hank of 
Australasia in Sydney, and the sum was placed to his 
credit. 

Upon tile arrival of th.e first ‘-ct ol ilocuuicitts attiie hcqd 
office of the Hank of Aiistraiasia in London, one of their 
clerks presented the hill of e.\elun"e at tlie ol'ficc of 
James Duncan S: (lo. ia;;cnts forW. Arhuthnot! for accept¬ 
ance, and in accepliii;; it James Dimcui & C'civnitt above 
their si'piatnre the date on which it was presented to 
them. 

When the steamer arrived at the Royal 

Albert Docks the Duck Company were retjueslcd to land 
the wool and store it in their warchou.se, awaithiy; sale. 
They wciydied each hale and took .samples fioiii c.idi, 
which s.iinples were handed to tlic broker, into whose hands 
was ])laced the duty of selliiit; it at the next wool sales, (,) 
and, .since the Dock Company are not responsible for lo.ss 
of spiods by fire w liilst hi their warehouse, a short [leriod 
jiolicy of fire insur.inco was effected with one of the fmndnn 
Flic Iii.surancc Companies. James Dune,in Cry also p.iid 
the freiglit on the wool from .Sydney’ to London, as well as 
the charges made by the Dock Company, who then issued 
what is known as a dock warrant. A dock warrant is a 
document of title to the gftods which *aii only be secured 
upon its production, duly cndoi'scd by the person in whose 
name it is made out. The property in the wool became 
transferable by endorsement to the order of the purchaser. 
The broker advertised the wool for sale, and entered it in 
his catalo2ue for the next sale at the Wool Exchange, 

(i)*Occastmall)' wool is tuld direct to .i woollen mvnufactuicr,'wilIiout the 
aid of a l»ri)l.ci. 
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Vvheic nearly ail the word which arrives at the Port of 
London is sold periodically and by auction. ISiiycrs of 
wool from Bradford, l.cccL, anil other I'.njlish woollen 
niaimfactiirinq: centime as well as from nianv conlincjilal 
ccnti'c-., having cxr.mincd the .saiiiplc.s, congregated at the 
wool sale-, r^. n , and bid .igaiiisl each tdlier for the forty 
b^iKw liich vtere divided into three lots of varying qualities 
or fineness (e ) A sale was effected, a prompt date fixed for 
pay ncnl.anu tlicn.hi cxcln'.ngc for the purchaser's cheque, 
the dock warrant was handed to liim. As the wool W’as 
soil! befi.e inaturil)'of the bill Duncan ft do. were com¬ 
pelled to retire the bill, and, as the bank had charged 
\V. AibiiU. ot in Isydne) with intciest up to the due 
da!'.' tile Londein office of the Hank allowed a rebate of 
iiiteie-t fur the period from the time of retiring it to the 
due date. 

Dunr.ai ec C'l. then iiKiele; out an .iccount salc.s, .showing 
the gn,", MOi cds of tliC sale, and deducting Ihctefrora 
freight, ''re insurance, dock chaiges, .sale expenses ail'd 
broker,,!;.., a d their own commission and .advances, le.aving 
a sum (lilt net proceeds) which they handed to the ] 5 ank 
of Au '(r.da .i .1, receiving in exchange a draft on their branch 
in S;d.icy, which was duly forwarded to \Y. Arbullinot 
with the aceount .sides. 

This is but cue of several ways of financing the import 
trade, and .selves to .show that cash is paiiL out by the 
foreign and coloniai branches o/ the banks and received by 
their London offices, which is exactly the reverse to the 
export trade. 

The Indian Government receives its reveyue* in rupees 
m India, and has to pay its English creditors in sterling in 
London. From time to time, it offers, in London, bills on 

(f^) llic Ti'ii,i!i; clip i),r wool Mill nut be ol au e\en ipiahiy, anil llicfower 
Huahticb :uc pi^ckcd ecjai.itcly. 
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»l!oinbay, Madras, aiui Calcutta,<anJ many merchants who 
have to make remittances to India apply for these Indian 
Council drafts, [jaj nip for them in sterling. The money 
obtained in tlii.s manner is used for the purpose of paying 
I'.nglish creditors, and the drafts on liombay, etc., are met 
with the rn[)ees [jaid as ta.\es and duties. The Indian 
Council does not fix a rate of cxth.u.go; but 'imtes 
tenders fur the bilks, and accepts the best tenders, 'I’lui.s, 
we read in the daily luwspapcr.s tiiat the “Jndi.in Council 
invited tenders for Rs. ki,c>o,C-ou (e) in bills and telegraphic 
transfers (/) ; that tenders were received fur Rs.35.vo,oou, 
and that those at i/|i and upwards for bills, or l 4] for 
telegraphic transfers were allotted in full.’' 

It is seen, thi rcfore, that the value of c.x'ports is paid out 
by bankers in London and received abroad , and the \aluc 
o( imports is paid out abroad and received in London. If 
tlie total value of the exports to and impoits from any 
country, financed by a bank and its branche.s, are equal, 
tfic balances are not alfected ; but if either e.xports or 
imports largely e.'icccd the other there is a considerable 
adjustment required, which will be dealt with under the 
heading of “ Rat;.-, of I'lxehaiige,” 

{. ) Us. I'•,OC',(.«d(> '-I v»l 10 I ikhb >'l UIJICCM. 

Ks,I,O(glV),rj00 - 10 ,, 111 I < I'.ic of llijifi-,. 

(/) Th'j lii<]i:in Coiiiitii will U!cj;r,.|ili iiisli'aai'jn-. lo ;»’.v the ir.Ltu\ m 
Indi.i, at.' -'ijdijlv liiolm lal.. 



cii.'w’i I'^K vn. 

vR i_i! I X'jiAXi.i:, AXi) ruld ruix'i.s. 

« 

'i''iLiUi i''. iiclwci 'i a'l ccuiitrA-; lun-iji;- a slantlard, 
a “luial pai' cjf cx^-liaiva'/' winoh ia tiic I'cliitivc value of 
j'-erc ".(.id the St.uidaiJ ctjin,'i.;c. T(j cstabli.-.h this 
iah t-jiai bc*'.\ocu Iwo couiilrica it is iiccc.-isary to asccr- 
Riii. fu'm t'.icir C hia;.;c Act.-, the (iuaiitity of [Hire yajjd 
1 I'Uaiecd in tlear Sta iJai'd Coins, It wiil !-)C shown that 
.1 -■‘'veui^m contains the sainc [jiiautlty of pure gold as 
Incnty-five francs • ,1 twenty-two and a (piartcr centimes, 
and, thcretorc, tin: . ii'.‘-]iar of exchange is cstabh.dicd as 
es.e.’J^tlieir gold v - ac> being equal. It is clear that this 
ndnt-j ,ir cann;: ,:uy un'ess the coinage laws of one of 
the coiiutwcs is altered. 

litigu-sh Coiiiihy. 

qo Ills. Tioy of,|.Uhs fine g.nJ is coined into l8(iy 
■lOv'-reigiis, or, qqu tz-n of lairc^gold are contained in 1809 
se\ ercigns. 

Ui'citi'ii 

ICOo grams of ,"i,flis fine gold i.s conied inter 155 
Napoleons, or, 900 grams of pure gold arc contained in 
SISK) ir.anc.s. 

(There arc .ti'icips granis.to one ounce. ) 

M ,M 


I> 
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To determine the ntimber of francs that are equal in 
value to one sovereign, having given that 440 ounces of 
pure gold arc contained in 1869 sovereigns, and that 
900 grams of pure gold arc contained in 3100 francs, 
the calculation may clearly be stated thus {a) 

1869 sovereigns = 440 ounces. 

I ounce = 3rio35 grams. 

900 grams = 3100 francs, 

? francs = l sovereign. 


?>., 440 X 31-103 5 X 3100 
18O9 X 900 


25’22i9, say, 25'22.y 


Therefore, i,T = Frs.25'22'|, which is the mint-par of 
Exchange between England and France. 


Uennan Cciua^c. 

.500 grams of pure gold is contained in 1395 rnurhs. 

(The German coinage is not of pure gold, alloy being 
added to reduce the Standard to |''||ths fine.) 

’ To determine the mint-par between England and Ger¬ 
many, between sovereigns and marks, it is merely neces¬ 
sary to state:— ’ • 


440 X 31-1035 X 13>)3 
" 1SO9 X 500 


20-429, say, marks 20-43. 


Therefore, £i = Rms.2o-43,(/;) which is the mint-par 
Exchange with Germany. 


of 


Uuikd StaU’i of Aincriui ''Coinage. 

One dollar equals 25-8 grains of |''„ths fine gold, or, I 
dollar contains 23 22 grains of pure gold. 


(«) Tlie fomi in wlii.h Ihc calculutiuii is liere prcscntril is termed “Chain 
Rule,’’ and is often used for exchange problems. It is really a short way of 
staling the “ Method of Unit) ’’; for a full cxjdaiiation, see any good text- 
book-on commercial a\riihmcllc. 

(/') Rcichmaiks, or mtirk'x as liicy .m’ more generally called. 
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To establish the mint»par. between England and the. 
United States of America, reckon 480 grains to i oz., and 
state thus:— 

440 X 480 
IiSCk) X 23'22 

T'-creforc,= $4'8f)r;, which is the mint-par of Exchange 
witii the United States of America. 

There cannot be a niinl-par of Exchange between one 
counlry’having a gold standard and another having a 
silver .standard, because the relative value of gold and 
silver is constantly changing, being subject to very great 
vaiiation.s. 

In England the standard of coinage for gold coins is 
j.j fine, or, as it is called by the jewellers, 22 carat (pure 
gold is 24 carat), signifying that 2 carat alloy has bejsn 
added, .making the mass or ] 1 , fine. Since 1869 
.sovereigns are coi.icci out of 480 oz. j.j fine gold, each 
ounce of standard gold is .equivalent to ;^3 lys. loit/. 
Practically all the gold sold is taken to the Bank of 
P-ngland, which mast give at ofice 17^-. gd. per ounce 
of }j,*fine for all gold offered to it, and often gives a 
halfpenny or penny more. 

, In other countries the gold standard is generally fixed 
at ,’n fine, and when coins of these countries are offered 
to the Bank of England, it buys them accorjjing to their 
actual weight, and^at a propoijionate rate, giving its notes 
in exchange. 

The difiference of iW. per oz. which sometimes exists 
between the Bank of England price and mint price of gold, 
is fully compensated fi^r by the lesser cost of carriage to, 
and the immediate payment at, the former institution. As 
tltp word “price” has bipen here mentioned; it shoujfl be 
said that the price of gold is mprely the value of gold 
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bullion stated in gold coinage, and it would seem therefore 
to be fixed ; but, in need of large supplies of gold, some 
countries occasionally offer more for it than its mint 
value. 

To illustrate this mint-par of exchange, let it be 
assumed that a man has in new gold coins /io,ooo, which 
he places in one crucible; 252,225 francs, which he places 
in another; and 204,290 marks, which he places in a third 
crucible. When the whole have become molten, he will 
find himself in possession of three nuggets of gold of 
practically equal value and interchangeable. If he take 
that nugget which was lately in the form of sovereigns 
to the Bank of France, he will receive notes to the value 
of nearly 252,225 francs; and if he take to the Bank 
of England that nugget which was formerly marks, he 
wijl receive nearly £10,000 in bank notes. The French 
and German nuggets will be of the same weight, the 
English nugget being lighter because finer. If, now, he 
eitract all alloy from the three nuggets, they will be found 
to be of equal weight. 

The rate of exchange 'between two countries, if remit¬ 
tances were made in gold, would be the mint-par of exchange 
plus or minus the cost of transmitting the metal, the cost 
of remittance being added if a country quote the rate is 
its own currency, but deducted if quoted in the currency 
of the other ^country. 

« 

V 

GoM Points or Specie Pf inls. 

Rates of exchange vary from day to day, but there Is a 
limit to those variations in respect of countries having a 
gold standard. They may rise above, or fall below, mint- 
par, but not to an extent (except for a very brief period) 
greater than the cost of transmitting gold. It. is more 
economical and convenient to buy a bill on Paris than to 
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send sovereigns, whethcr'thc rate be at 25'22^*or at 2; i5.* 
To establish the point at -which it is as cheap to send gold 
as to buy a draft, take the cost of packing, conveyance, 
and-insurance between I.ondon and l aris, viz. 10 centimes 
per £1 sterling (c), and deduct that from mint-par. Or, to 
cst.ablish the point at w hich the h'rcnch merchant may as 
^htaply foulard us gold as buy a bill on London, add 10 
centimes to the min'-par. These two points are known as 
gold or sp'-cic points. 


P.H Is 

25'12l 


Ci<st of tinn*- 

jiiiit IP’ yi'Id. 
10 C. 


Miiil-jur. 

25-22J 


of trail*!' 
niiitim; sold. 
JO C. 


Cold point, 
Paris to London. 

25 ' 32 . 1 . 


A merchant in London wili buy bills on Paris, to satisfy 
his Paris creditors, only as long as it is cheaper than send¬ 
ing gold; and as soon as the rate is quoted at less than 
25':2l he will give up buying bills. 


Ex.NJliu.E.—A London nerch.int has to remit £ [o,ooo to Paris, and 
the rate quoted for sight iriUs on P.aiis is 25' JO, which is below gold 
point. 

jS(V/.—I n exchange for his cheque for ;^io,ooo he may obtain a 
bill at sight on Paris f.r 251,000 frs. * 
liyihld .—In exchange for his cheque for ^10,000, 
he may obtain I's.eoo sovereigns of full weight, and 
send thems,o Par's, where tin Bank of France will 

*tchange them for.frs.252,225 

He must p.ay for carriage, insurance, etc., at the rate 

of IOC. per . i^ooo 


Receiving, net frs.251,225 

Saving 225 fr.ancs oil the transaction. 

In like manner a P.iris merchant will not pay more thanc5‘32 francs 
per £ for a draft on London, because he can remit gold at a cost of 
to centimes per £, and the gold will be exchanged in London at the 
mint-par, namely, 25'224. 

(A The rfsiual charge ui.ide by a tmllinn broker, covering all expenses con¬ 
nected w'ilh the transport of gold between thegt two ^cities. 
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“ The cost '‘of transmitting gold, including all the expenses of 
brokerage, packing, rail and sea carriage and insurance, is approxi¬ 
mately as follows " 


London to Paris t 
Paris to London J 
London to Berlin) 
Berlin to London ( 

London to New York 
New York to London |- 


10 centimes per ;^i, or 4 per mille ('4 percent.) 


10 pfennigs per /1, or 5 per mille ('5 per cent). 

This rate varies, and the tinic occupied ift 
transit introduces another clement, viz. • 
interest. 


The Goi.d Points. 


1 

Country, 1 

Gold point 1 
from London- 

Cobi of I 
seiuUng gold. 1 

1 

Mlnl-iwr. 

Cost of 1 

sending gold. 1 

Gold point 
tu London, 

France 

25'i:i 

10 C. 

25-22] 

10 C. 

25‘32i 

Germany . 

20’33 

10 c. 

20'43 

10 C. 

20-53 

U.S.A.. . 

t 



4-865 





CHAPTER VIII, 

KAl'ES OF E.XCHANGE, 

A COUNTKY has to pay for the value of goods it imports 
and receives payment for the value of its exports, and 
many have been led to the belief that if the former exceed 
the latter, the difference must be paid in gold. A glance 
at the Board i.l Trade Returns will show that Great 
Britain’s Imports are in excess of her exports to so large 
an extent, that the payment of the balance in gold would 
be an impossibility, and that she must have some otlier 
means of settleine.it. 

Great Britain i.- a large carrying nation, her mercantile 
marifie annually earning approximately ,4ioo,ooo,ooo in 
carrying^ passengers and merchandise from one country to 
.another; and she is also a creditor nation, having invested 
immense sums in the colonics and foreign countrie.s, and 
being due to receive very many millions sterling by way 
of interest on tlJose investijients. Instead of receiving 
payment for these and Other items of income in gold, she 
receives imports in excess of exports; receives goods 
instead of gold. Every countiy which is ^ither a carrying 
or a creditor country can, and generally does, import more 
than she exports. 

• On the other hand, a country which does not»carry, 
and is a debtor nation, must either export more than she 
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imports or become deeper in debt. Russia’s exports must 
be of equal value to that of her imports plus the interest 
on her debt. She must pay in goods exported for goods 
imported, and must also export goods to pay interest on 
her debt, or raise another loan instead. 

It is not altogether to the balance of trade between 
England and another country that we look for an index of 
the rate of exchange, but rather to the debts of each to 
the other which are ilue for immediate ])ayment. If the 
total payment to be made by England to France at' a given 
period be the same as that due from France to England, 
the rate of exchange will be found to be about par {25’22 j). 
Any considerable departure from that (sjuilibrium will cause 
the rate to become unfavourable to the country owing the 
balance. If England have to pay b'rance iiq,000,000 and 
France to jray lingland i^,l,00O,00o, the bills of exchange 
representing these transactions cannot be set off figainst 
each other entirely; there will be a balance of ;6^l,000,000 
due from England to France for which there are no 
corresponding bills, and unless the holders of these 

1,000,000 bills due in London can find bills for a similar 
amount due in Paris, they may have to forward g 61 d to 
France; in which case, owing to the cost of transmission, 
they will be receiving an equivalent of only Francs 
for a sovereign, rather than which they will offer to buy 
bills at a rate below par, but above gold point. 

C 

C' 

Exami'J.k.—H. Floret eX Cie. is a .large fin^nci.al hous<" having 
branches in Paris and London. It buys and sells bills. In London 
it has bought,bills which are now due lor payment in Paris to the 
extent of i,ooo,o<;o francs, or s.iy ,^40,000; whilst in I’aris it has 
bought bills on London for /,'(p,ooo. This means that the Paris 
branch has paid £()0,ix>o which will be collected by the London 
branch, but the London branch has only paid .^40,000 to be collecte,d 
in Pans; consequently the London balance is ;£5o,ooo greater and 
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the Pans balance proportionately smaller. Indeed, unless the London 
branch can buy bills on Paris and send them there for collection, it 
may have to semi gold. On one of the day^ .set apart in each week 
fo] the meeting of bill brokers and others at the Royal E.'tchange 
l“Ori ’Cljange”), the London repre-enlative of H. Floret & Cie. will 
attend with the object of bttying bills on Pans to the e.\lent of some 
^5o,CHMr. If the demand be e.rcater than the supply, prtces will harden, 
the rate of e.s^b.inge becoming lo'ver, or, to put it in plain words, 
VroI.ers having bills on Paris drawn in francs, will give fewer francs for 
pounos sterling. Floret &. Cie.'s representative may have to buy as 
low even a' 25*ig[, below whii h he is not likely to buy, as it will be as 
dear a method as sending goKl to Pans. On the other band, if the 
si.pply *if bills on Paris were gre.iter than the demand. Floret & Cie.’s 
representatuc would be offered bills on till hand.s, so that he will be 
able to buy above par, but lutl above 2y3a j, as that is the point at 
which Pans in.iy remit gold as cheajily as bills. 

Besides this balance for immediate payment, there are 
other causes which infliteucc the rates of exchange, one of 
the mojit im])urtaiit being the di.scount rate.s in the various 
countries. Tf the country against which there is a balance 
for payment desire to protect its re.serve of gold, it mdst 
offer some inuucc nent to foreigners who are entitled to 
that gold to I'A t remain in tin! country; and this it may 
do b/offering better terms for lending money than obtain 
in the foitign country. The balance as between England 
^nd France may be greatly in lavour of France, but if the 
discount rate in Baris be 3 per cent, and in England 5 per 
cent, French financial houses will probably pot withdraw 
money from Loneffm, where it will earn 5 per cent, and 
take it to Paris, wlierc it cannot earn more than 3 per cent. 
Indeed, a very great difference in the discount rate may 
induce the country which has a balance in its'favour, not 
only to abstain from withdrawing gold, but even to send 
>, further gold where it can be so profitably employed. There 
of course, countries which must always offer a Jiigh 
rate of interest because the princij^al is less secure, and the 
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question of risk as well as interest has to be taken into 
account; and it may be said that a slightly higher rate of 
interest with equal security will not always be a suflicient 
inducement to attract gold. But, generally, a considerable 
difference between the discount rates of two countries 
affording equal security, results in capital being transferred 
to the one w'hich offers the higher rale of interest or dis¬ 
count. The abnormally high bank rate during the later 
months of iyo6 and earlier months of 1907 w'as the result 
of the determination of the Bank of England directors to 
arrest the outflow of gold from the country. Not o.ily did 
the South American Republics continue to absorb gold, 
but unusual demands were ma( 3 c upon the Bank for gold 
for exportation to Egypt, and particularly to the United 
States of America, as a consequence of the discounting of 
its finance bills in the I.ondon market. 

The bank rate is fixed by the directors of the Bank of 
England, and is the official rate of interest charged by that 
institution for the discounting of the best class of bills, but 
as only a small proportion of bills arc taken to the Bank 
of England for discounting, a rise in the bank rate would 
not of itself greatly affect the market rate of money in 
London. The other bankers are, however, affected by 
such a rise, because the money placed with them by their 
customers on deposit bears interest at a rate which varies 
with the b^nk rate, being generally per cent, below 
that rate. .Since, then, an i.ncreascd bark rate necessitates 
their payment of a larger sum by v/ay of interest on 
deposits, the bankers must, to preserve their profits, raise 
the rate of interest on their loans and on bills discounted. 
In London there is another avenue open for discounting 
bills, very many of which find their way to a class of 
financiers known as bill brokers^ These people trade not 
alone on their own capital, but to a very large extent upon 
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money borrowed from ihe London banks, ^nd repay^ 
able at short (a week’s or even a day’s) notice, and if 
tliey pay more for the money the/ borrow, they must 
perforce put up their rates for discounting bills; so 
that a rise in the bank rate would, under ordinary con¬ 
ditions, occasion an increased market rate, and^ money 
in London‘would secure a better return of interest, 
which, if of a sufficiently pronounced character, would 
induce gold to flow into the London market ffoni 
abroad* 

The International balance of payment between England 
and France being adverse to England, will cause a fall in 
the rate of exchange proportionate to the demand, but an 
ihcrease in the market rate in London will arrest that 
demand and restore the rate of exchange, or advance it 
beyond par if the London market rate be very much 
'highef.than the Farjs.rate. 

" It will be obsr.rvi.d that both in Paris and in London 
the rate is quoted in francs, and therefore a high rate is 
favourable to Ijordon, and a low rate favourable to Paris* 
When the rate is high, Londbn gets more francs for a 
giverf ^number of pounds. When the rate is low, London 
gpts f^er francs in exchange for pounds, and Paris pays 
/ewer francs for pounds. 

, With France, Germany, Holland, Belgium, Italy, Austri^ 
and most .European countries the rate of exchange is 
ijiioted in their Currency both there and in London, so 
that it has conje to be stated as an axiom that, in 
'London,»“ Low rates are against us and high rates are for 
Js..” .Thisls only true of those countries. i» respect^ of 
iwhich LonSon quotes m their currency, ari’d not countries^;, 
■jSS .^liUSSia, Spain, India, Japan, China, etc., where the 
quotation is Jn pence. A high rate ex* 
*^haH^' om these eountries is iii their favour, and a JoW' 
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rate favouii^blc to London. It is better, therefore, to 
remember that— 

(а) Low RATE.S ARE FAVOURAIILE TO THE COUNTRY 
IN WHOSE CURRENCY THEY ARE QUOTED. 

( б ) High rates are unf.wourarle to the country 

IN WHOSE CURRENCY THEY ARE QUOTED. 

Ex\5!PI,ES. 


! I 


<|ilDtRUrHi. 

i 

P.nris . 

25'20 

Berlin . 

30'43 

Genoa . 

25'i6 

New York , 

4'85 

Bombay 

>/ 4 l 

Yokohama . 

2/1 

.Shanghai 

2/11 

St. 'Peter.sburg 

25 (pence) 


Prcciit 

i Movemctil .y. .iffc-clhi}' 

<|ii')Inliou. 

I LdikIoil 

25-19 

1 Unfavourable 

20-44 

J*\ivoiirHblc 

35-15 

1 Unfavourali'iJ 

4-84 

1 U nfi vouralilc 

1/4 

I Favourable 

2/1 i 

( Unf.ivourablc 

2/loi 

1 Favourable 

242’' 

1 Favourable 


London quotes on New York in pence or in dollars, but 
America quotes on London in dollars only. 

London quotes on St. Petersburg in pence to the rouble, 
but St, Petersburg quotes on London in roubles to iCiO. 

London quotes on Spain in pence to the peso (tjie peseta 
is the Spanish money of account, and five pesetas equal ona. 
peso), but Spanish cities quote on London in pesetas to the £. 

In some cquntrie.s, as Argentina, where an inconvertible 
paper money is in use, an4 has become depreciated in 
value, the depreciation is stated nn the form of a rate of 
premium on gold. 

The rate 'of exchange for bills due on demand at sight 
(sight rate) between two near countries will be the same in 
each of them. If the sight rate quoted in London on Paris 
be 2S'19, that quoted in Paris on London must,be the 
same, which is another i^:ay of stating that if 2519 francs 
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will buy a bill in Paris for.;^ioo, so £iOO will Ivy a bill in. 
London for 2519 francs. 

Rates for bills other than at sight vaffy with their usance, 
and.the rate of interest in the country in which they are 
payable.* With a sight rate of 2519 in London on Paris, 
and a discount rate in Paris of 3 pcr cent., a three-months 
bi!' on Paris.will be issued in London at the rate of 2S'3S. 

Sight rate. 25 19 

■rhrcpmonths’ interest at 3 per cent, per annum 19 

25.38 

With the sanic sight rate, and a discount rate of 4 per 
cent, in London, a three-months’ bill on London will be 
issued in Paris at the rate of 24'93?. 

.Sight rate.. • 25'’9 

Three inontlis’ interest at -1 [ler cent, per annum 25I 

24-93i 

Perplexing as this may appear at first, a little reflection 
will make it clear. A banker in London issuing a bill en 
Paris receives the '-.ura in sterling at once, and if his Paris 
branch have to p y it at sight, hs will give fewer francs for 
a stated number of pounds than if his Paris branch had 
not to pay the bill for three months. 

, EXAMPI.R.—A merchant ol London pays 1000 
for a sight draft on I’.u'is, at the rate of 
25U9, receiving a draft for . 

Another merchant* pays £ 1000. for a three 
months draft o# Paris, the rale of 25‘3S, 
receiving a draft for. 

His agent in Paris discounts the draft, the rate 
of interest being 3 per cent, per annum. 

Three months’ interest at 3 per cent, per annum, 
equals. 

The cash value of the draft, therefore, is 


Frs.23,190. 


Frs. 25 , 3 So 

190 

Frs.25,1^ 
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Similarly, his Paris branch will issue a draft payable in 
London at three months for a fewer number of francs than 
if the bill were payable in London at once. The difference 
will be the rate of interest at the place of payment. The 
apparent confusion arises from the fact that the pound 
sterling is the unit in each case. Pay a pound at once, 
and agree to be repaid in francs three month"; hence, and 
you will get more francs than if you required immediate 
payment. Pay at once in francs for a pound, requiring 
that pound to be repaid three montlis hence, and you will 
pay fewer francs for it than if you required its immediate 
2).!ynicnt. 

ExaMI’M'.. —A luci'cli.mt in I'.iii', woliinB te 
Jemit ;!^loOu to Lomion, bins a sIiHU 
(Ir.ift at llic I ate of 0.5.10, payiiii^ 
therefor 25,190 fi.uirs, .ami lecciiiii;> /moo 


Anollicr merchant bins a diaft at three 


months, pavin" for it 25,190, and rcaiv* 


d. 

jng at the rate of 24‘93V for . 

1010 2 

0 * 

llisagentdiscountsit at the lalc of4 percent. 



Three months’ialercsL at 4 per cent, per 



annum equals. 

10 2 


The cash value of lliC draft is thcicfurc 

;^1000 0 

0 


It should be remembered that where a country quotes in ■ 
its own currency, the long rate is lower than the sight rate, 
and where it quotes in the currency of the other country, . 
the long rate is higlscr than the sight rate. 

Since the London quotations (as given under the heading 
of “ Course of Exchange ” in our press) are generally for 
long bills on Continental centres, whilst those centres quote 
for short bills on London, it may happen that a variation 
in the one is not accompanied by a corresponding 'Variation 
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in the otheiV* The markat discount rate may-account for., 
the difference in the long rate. 

Exam I'LI'..—The following' fii;iircs apiiearecl in the i/rt/A/ of Jainiary 
13 , 1907 >- 

“'CoUKSK 01 ExriiAXi'.K (I-nXDON). 
licrlin, three nimiilis. Hoc. 27, 20'85 -Jan. 3, ao'Si. 

Eori'-.iiin Raiks or Exluaxok ox Loxdon. 

Rerlin, short. Dec. 27, 2o'50 j—Jan. 3, 20 51.” 

The market rate in Berlin hail rlrnpped i; per rent. 

Till* rate for thrcc-inotilhs’ bills httd rcccdctl 0'04, or nearly 
4 , per cent., but the discount rate in Berlin had dropped 
jj per cent, per annum, or about I per cent, for three 
months, and the alteration in the long rate was due to this 
change. Occasionally a deviation in the long rate may 
tun be accomjtanied by a corresponding deviation in cither 
the sight rate or the market rale, but be entirely due to a 
decrease in the g2ncra! credit of the country of payment. 
2\t a time of serious unrest in another country, a London 
buyer of bills will take into consideration the risk as well 
as the interest, ar.d the long rate for bills must be quoted 
to m^lce some provision for that risk. 

Shortly, it may be said that the sight rate of exchange 
Reflects— -.• 

{a) The balance of payment between two countries, and 
{b) The relative value of coinage in those countries ; 
and the long ratejs influenced, by— • ■ ■ 

(c) The market.rale in the country of payment, and 
{d) The risk of a commercial crisis thcra,, 

Between countries having a gold standard,’and others 
having a silver standard, the price of silver has a direct 
bearing upon the rate of exchange, and is an additional 
element to be taken into account; but there appe?trs .to 
be such*' a general eflbrt to ado^t a gold standard that 
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j)robably tins latter element will shortly be very limited 
in its extent. 

So far, only bills of'exchangc and gold have been referred 
to as means whereby international indebtedness may. be 
discharged, but a further means is supplied by securities. 
There arc very many securities which are daily quoted on 
the London .Stock Excliangc and the princiiial Continental 
bourses. The cost of transmitting such securities, plus 
the brokerage, will probably be somewhat less than the 
co.st of sending gold, hence there is a tendency td pay in 
securities wdien the rate of exchange approaches gold 
point. 

In addition to the .so-called International .securities, such 
as Argentine, Italian, Greek, Spanish, Brazil, Egyptian, 
Russian, and others, which are bought and sold here and 
on the Continent, there is a considerable I’aris dealing in 
the shares of dozens of South African mining companies, 
whilst American and Canadian railway stocks arc quoted 
almost as freely in London as in Now York, and large 
shipments of these classes of securities are frequently made. 

A high bank rate in Lbndon must, liowcvcr, affect the 
amount of speculation in these securities here, as it ensures 
a heavy contango or carry-over rate (a). 

The ■Statement that “ an unfavourable rate of exchangq 
induces exports ” has probably caused as much difficulty 
to students as anything connected with the subject of 
foreign exchanges; therefore an endeatjour will be made 
to clear this point. , 

Certain commodities of liiiglish and of foreign manu¬ 
facture possess a value which may fairly be described as 
stable. The Condon and I’aris prices differ only to the 
extent of the cost of transmission of the goods from one 
capital to the other. A rate unfavourable to London 
(/?) Slorl I'.xtlLingc, |l 214- 
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offers inducements to tlie Paris merchant to make his. 
purchases here. With the rate at 2 5'25 he would pay 
Frs.25,250 for ;{;'iooo worth of gooefs, but when it has 
declined to Frs.25.15, he can .secure the same goods for 
Frs.25,150, thus effecting a saving of Frs lax The diffi¬ 
culty has arisen in the mind of the .student, because he 
li:is started with the assumption that the English merchant 
will not be an.\ious to sell i,Tocxi worth of goods for 
Frs.25,150. He has lost sight of the fact that the Engli.sh 
merchant receives £ 1000, and that the Paris merchant can 
p.axhase a .^looo sight draft on London for Frs,25,i50, 



CITAl’TER IX. 

ARBITRATION OF EXCHANGE. 

As arbitration is the settling of a dispute or account by 
reference to a neutral person, so arbitration of exchange is 
the settlement of exchange operations by a creditor in 
one country drawing upon his debtor in another, and for¬ 
warding the bill to a jjcrson in a third country. A. in 
London has a bill accepted by B. in Copenhagen, and 
forwards it to C. in Berlin in settlement of an account; 
C.' acting as arbitrator, receiving the money from B. and 
crediting A. Similarly, London has remittances to make 
to Paris, and sends bills o'n Belgium and Switzerland. 

Paris acts as arbitrator in the exchanges between 
London and several of the Latin countries; is, in fact, a 
clearing centre for them ; and Berlin acts somewhat 
similarly for Scandinavia, Denmark, etc. It is, conse¬ 
quently, natural that Belgium and Swiss exchanges should 
move in sympathy with Paris; and 'that Sweden and 
Denmark should respond to Berlin. This will partly 
explain why the rate of exchange between London and 
Sweden or‘Denmark rarely gets so favourable to us as to 
attract gold here. Berlin would attract the gold and give 
bills on London in exchange. 

Lpndon, however, is the great clearing house of the 
world, and has a Rte^of exchange with every'country 
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having an established commerce. Partly due “to the fact, 
that it is a free market for gold, and that all bills pay¬ 
able in London are payable in gold,* and partly because 
nearly every country has to send money to London to pay 
interest on loans granted here, bills on London are more 
esteemed than th )sc on any other centre, and arc more 
ga’eablc. ITic American firm who ship goods to Russia 
and draw upon their customer, draw the bill in sterling 
and make it “ Payable in London onl)^ ; and the East 
Indian merchant drawing upon his American customer 
adopts a similar plan. Bills of cxch-angc representing 
transactions between many different countries thus find 
their way to London, where they are set off one against the 
other, “ cleared ” in fact, hence London is often referred to 
as the clearing house of the world. Many countries 
have, therefere, no need of a rate of exchange betwe^en 
each other, but practically all must have one with London. 

These foreign bills arc not generally held or cleared by 
the ordinary l.ondon banker, that being the special busi¬ 
ness of the bill bicker and l.ondon foreign banker. 

Arbitrage is sometimes applictl to the cross transactions 
whicli might be jirotitablc if the sight rate between two 
near countries were differently quoted in each. 

• EXAMPIJ..—If the 'ight rate in l.cmflon on r.inswerc 25-25, and the 
rate for chciiucs, Paris on London, 25-20, a profit might be made by 
arbitrage. The l.ondon merchant could buy .i draft^for l'rs.25,250, 
payable in Paris at ^ght, and forward it fur collection to his Paris 
agent, the London merchant flaying ;^iooo, and his agent receiving 
Frs.25,250. Tlic Piifis agent could, by the payment of Frs.2S,20o, 
obtain a cheque on London for ,£1000 and post it to his London 
principal for collection, 'f'lic London merchant tlius pays and receives 
yiiooo, but his P.'iris agent receives Frs.25,250, and pays only 
Fr3.25,2oo, making a protit of 50 francs. 

•Thesq transactions would surely follow any but tbe 
slightest difference of exchange jn the quotations of the 
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.two countiies, but the opportunity does not occur, or only 
for tlie shortest period. 

The siRht rate is 'practically the same, and as the long 
rate is based upon the sight rate, plus or minus interest at 
the maikct rate in the country of payment and stamp 
duty, there can be little or no profit derived from arbitrage 
as applied to long bills. It must be remembered, too^ 
that the bills will require further stamp duty when nego¬ 
tiated in the country where they ate payable, and that 
some countries lc\y a duty of one per milic, just double 
that of England or France, and so a small apparent‘profit 
may be turned into a loss. 



CHAPTER X. 

T;ir,I,S OF FACirANCK. 


Tuk Rills of Exchange Act, I1SS2, supplies a definition 
of these most useful instruments of credit. 

“A Bii' of Exchange is an unconditional order in writing 
addressed Iry one person to anolliei, signed by the percson giving 
it, requiring the person to whom it is addressi'd to pay on demand 
or at fixed or det'rnnnable fittnu' time a sum certain in money 
to or to the order •.'I'a specilied per son or to Inraier. ^ 

It must be a''conditional in its terms or it is not 
regarded as a bii ol exchange. • 

Ittnust be addicsscd by one person to another according 
to the above definition, but it may be addressed by one 
^branch of a Lank or otlicr house of business, to another 
branch of the same house ; although where tire drawer and 
drawee are the same person the holder of the bill may, at 
his option, treat ij as a Promissory Note. 

It must be p.-yrablc rather on demand or at a future 
fixed or determinable future date. The date is fixed 
where the bill is made payable at a stated* date, or at 
stated number of days or months after date ; it is deter¬ 
minable where the bill is made payable at a stated number 
(jf days or months after sight, that is, after the drawee has 
had the bill presented to him for acceptance. 
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, It may not be payable at an indefinite period after the 
happening of an event which is certain, nor at a definite 
period after the happening of an uncertain event; and the 
actual happening of an uncertain event does not rectify 
the fault. A bill dr.awn at thirty day.s after the arrival of 
the ship Va/ii at Kingston, Jamaica, would not be a 
bill of exchange, even if the 1 'atd arrived •at that port 
before the bill was presented for acceptance, because the 
arrival of the .ship was not an event certain. Similarly, a 
bill drawn at a given date after the marriage of a person 
would not be a bill of c.xchangc. •• 

It mu.st be for a sum certain in money, and that alone, 
and may not impose any other obligation than the pay¬ 
ment of the money, but it may order payment to be made 
in instalments at stated periods, and provide that in the 
event of any instalment becoming overdue the whole sum 
shall become due. It may be for a certain sum, plus 
interest at a given rate from the date of the bill until 
maturity. The sum may be in the currency of the country 
of origin or in that of payment. A bill drawn upon 
another country, in the currency of the country in which it 
is drawn, may be payable at a rate of ex'changc fixfed by 
the drawer, or an endorser, or will be paid at the rate 
current on its due date. , 

It must be made payable to a stated person or to his 
order, or to bearer. If to bearer, it is transferable by 
delivery and needs no endorsement; if to a .stated person, 
or to the order of a stated person, it,is transferred or 
negotiated by endorsement and delivery. 

Acccphxncc. 

To preserve his rights against the drawer and endorsers 
of a Ijill, a holder must not take a qualified acceptance by 
the drawee. An acceptance merely noting that the bill 
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will be payable at a stated bank is not regarded as a 
qualification, but a bill accepted payable at a stated bank 
and there “only,” is a qualification as fo place. 

It ma^ not be accepted payable at a date dilTercnt from 
that stated on the bill, for that is a qualification as to 
time. 

Tt may ndt be accciited payable for an amount less than 
that stated, as that is a qualification as to amount. 

If drawn upon two or more persons, not being partners, 
and no one of them having the right to sign for the others, 
the aeceptance by some only and not all of them, is a 
qualified or partial acceptance only. 

The holder of a bill inuat refuse to take such forms of 
acceptance, and if he be unable to secure an unqualified 
acceptance, must treat it as dishonoured by non-accept¬ 
ance, or he will release the drawer and endorsers from all 
liabilities, unless they have assented thereto. 

It must be accepted by none other than the drawee, or 
some one empowered to sign in his name, except that, in 
the event of his i .fusal to accept it or other act of dis¬ 
honour, it ma>, ...'ter protest, be accepted by any person 
whose name docs not appear on the bill for the honour of 
the draw,er oi any endorser. The acceptor for honour 
should write acro.ss the bill " Accepted supra protest,” and 
it will be taken that he has acted in the interest of the 
drawer; the acceptor for the honour of an endorser, should 
write the name «f the endorser for whom he acts, as 
“Accepted supr.-k protest for the honour of William 
Stevens.” 

The holder of a bill due at a fixed or dttcrminable 
future date generally presents it for acceptance, or negoti¬ 
ates it, without delay; but if due at a fixed date it is not 
aV>solute.ly necessary, though convenient and prudent, that 
it should be presented for acccptajce before due, and then 
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for payment. If due at a detetmiinable date, as at thirty 
days after sight, it must be presented without delay, other¬ 
wise the maturity of the bill would be postponed and the 
holder may lose recourse to the drawer and endorsers. • 

I'resentracnt for acceptance must be made at a reason¬ 
able hour on a business day to the drawer or to some 
person who has power to accept or refuse acceptance on 
his behalf. 

rrescntmciit may be excused and the bill be treated as 
dishonoured by non-acceptance if the drawee be dead, or a 
bankrupt, or a fictitious person, or one who has no capacity 
to contract by bill (an infant, lunatic, etc.), or if, after 
reasonable diligence, prese-ntment cannot be made. A 
holder has an option in the first two cases ; he may present 
the bill to the personal representative of the deceased 
drawee, or to the trustee or bankiupt, for acceptance, or 
treat it as dishonoured without presentment. But the 
certainty that a drawee will not accept doei not excuse 
presentment. 

Foreign bills which arc dishonoured by non-acceptancc 
or non-payment must be noted and protested, and notice 
of dishonour must at once be sent to all the parties lo the 
bill, except the drawee. Noting is simply a further pre¬ 
sentment by a notary public who attaches a small note ta 
the bill whereon he writes the reason given to him for 
refusal to aeqept or pay. A protest is a formal declaration 
drawn up and signed by thy notary, wbercin every parti¬ 
cular of the bill is stated as well'as the reason, if any, given 
for dishonour. It is legal evidence of due presentation and 
is necessary to secure to the holder his rights against the 
drawer and endorsers. The several patties to a bill may 
have given or received securities pending payment, and, 
failing notice of dishonour, these securities may be giva*n 
up after the bill has becyime due; therefore notice must be 
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sent to them without delay or they will bo released from 
liability on the bill. 

Tlie signature of a drawee is alont^ a sufficient accept¬ 
ance ; he has merely to signify that he assents to the order 
of the drawer to comply with section 17 of the Act of 18S2. 
The bill may then be presented for payment at his business 
a'' hcss, or failing that at his private address, or at any 
place where he may be foun 1. 

Negolidlicit. 

A bill may be negotiated or transferred any number of 
times either before or after acceptance, up to the date of 
its maturity. 

If negotiated by means of blank endorsement (the 
simple signature of the person to whose order it is payable), 
it becomes payable to bearer and requires no other en- 
dor,semcnt on further negotiation. The holder of a bill 
bearing a blank endorsement of a previous holder, may 
transfer it without endorsement and will not incur any 
liability, but he .varrants to his ihnmediatc transferee that 
it is what it purpoits to be, that he is entitled to transfer it, 
and that he ic not aware of any defect in the bill. If 
^endorsed specially to the order of another person the bill 
requires that person’s endorsement, and some bills bear 
very many special endorsements, so many in fact that the 
back of them is sompletely covered, and thC holders fin'd 
no room for their endorsjjmcfit on the original document. 
They arc allowcS to gum a piece of blank paper to the 
bill and write their endorsements thereon, usually writing 
partly upon the original and partly upon the allonge, as 
the new paper is termed. Hills may also bear restrictive 
endorsements which prevent their further negotiation. 

Any holder of a bill bearing a blank endorscmenl may 
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.alter it tQ a special endorsement. For example, B. 
Adams endorsed a bill in blank and pays it to Jas. 
Bolton, who wishe.s to pay it to Wm. Collin.s. Jas, 
Bolton may write, above the signature of B. Adams, the 
words “pay to the order of W. Collins,” and his (Bolton's) 
name need not appear on the bill. Instances of this 
kind are rarely met with, as Collins woidd have no 
claim against Bolton if the bill were dishonoured. In 
many countries a bill cannot be negotiated without the 
endorsement of each transferrer, and on the continent 
bills aie transferred much more frequently than is. usual 
in England ; hence the allonge is more often met with in 
foreign than in English bills. 

The liabilities of the several parties to a bill which has 
been dishonoured by non-acceptance or non-payment may 
here be stated. Every endorser is liable to a subsequent 
holder, and the drawer is liable to any holder. The holder 
of a dishonoured bill may proceed against any endorser or 
the drawer, or may even proceed against all of them, 
though he can only recover payment from one. Should 
any endorser be a mino'r or other person not having 
capacity to contract on a bill, he will incur no liability, nor 
will any endorser who writes above his signature “sans 
recours,” or “ without recourse to me.” And if'a persoq 
becomes for the second time an endor.ser to the same bill, 
all endorsers whose names ajjpear between his first and 
second endorsement are released from H^ibility by what is 
called “circuity of action.” 

Ex.\Ml’l.ii.-,-A bill b'Mrs the folUmuig ciulorsemenls, viz, — 
pay to llic order of Wm. Drowning 
j.^mes Stevens. 

pay to the oidci of Robert Johnson 
Wm. Di owning. 
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pay to tlie onler of J. W. Crofts 
Robert Johnson. 

pay to the order of M. Dover 
J. W. Crofts. 

pa) III tlic order (it Win. lirowninii 
M. Dover. 

p.iy to the order of John Fowler 
Wm. I’.rowning. 

p.'iy to tlie order of F. Smith 
Jolin Fowlci. 

Robert Johnson, J. W. Crofts, and iM. Dover, arc not liable on the bill. 

If the holder suctl Frowning, and llrownins; could sue Dover or 
Johnson or Crofts, any of these would h.ive a right of action against 
Frowning as a prior endorser, and they arc not held liable to Frown- 
<is a subsequent endorser. 

Sometimes a bill is is.sucd in Germany in two parts, the one 
marked for acceptance only and the other used for negotia¬ 
tion, the latter bearing the German revenue stamp. ThdSe 
bills are drawn payable at a given period after sight, and 
as they are often .tegotiated many times before they reach 
London, the first jiart is sent immediately for acceptance to 
ensure iijatuuty as early as po.ssible, and is held at the 
iisposal of the person who presents the second. The two 
parts, one bearing the signatures of the drawer and drawee, 
and the other the signatures of the endorsers, are then 
attached to each •thcr and bqponic a complete bill. 

Where the amaunt of the bill is stated differently in 
words and in figures, that stated in words will be the sum 
payable. 

Re-exchaugi\ 

• The holder of a bill which has been dishonoursd is 
entitled to charge to the drawer or endorsers the amount 
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of the bill, plus noting and protest charges, interest from 
due date to date of payment, and any expense incurred in 
re-cxchange, or loss'occasioned by transferring the amount 
again into the currency of the country of issue at the 
current rate, which may be more unfavourable. 

A holder in due course is one who has given value for 
the bill and taken it in good faith before it is overdue. To 
such a holder a bill of exchange is a negotiable instrument. 

I'orgeyy. 

A forged .signature to a bill destroys any rights of 
holders subsequent to the forgery. If the forgery is that 
of the name of the drawer, the bill is void; if that of an 
endorser, the subsequent holders h,avc no right to the bill, 
which can be claimed by the person who.se signature was 
fo;-gcd. 

A bill may be dated prior to the day on which it is 
drawn, and is called an ante-dated bill, or at a date sub¬ 
sequent to the day on which it is drawn, and is called a 
post-dated bill, or it may be dated on a .Sunday. The 
holder of an undated bill may fill in what he believe^ to be 
the true date, and such date becomes actually the true 
date. 


Accommodation Bills. 

An accommodation bill is one which has not for its basis 
a trade transaction, but in which a person accepts a bill 
to accommodate another without receiving value. The 
acceptor is not liable to the drawer, as the latter is not 
a holder for value, but he is liable to any subsequent 
holder for value, even though that holder knew it to be 
an accommodation bill. A. accepts a bill for B., for which 
he has not received value, B. promising to pay it at 
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maturity, and B. has ncJ claim against A. But if B., 
negotiate it to C. who gives value for it, A. is liable to 
C., whether or not he knew the facts. * 

I'inance Bills. 

h'inance [rill.s are bills drawn by one country upon 
another which do not reprc.scnt a debt yet contracted, 
nor goods yet shipped. They arc drawn in advance of 
the shipm.-nt, and are ofti-n long-dated bills. The object 
is to secure fii ancial assistance before the goods arc ready 
for export, and they may be quite legitimate when their 
character i.s known, the country of origin is one whose 
ports are closed to winter navigation, and the exportation 
of good,s's .sure to follow in time for their arrival in the 
country of payment before the bills fall due. They may, 
however, bccorn'' an abuse whore these conditions are 
not fulfllled, as i.; the case of the finance bills drawn by 
j'Vmcrican banks upon their agents in London, accepted 
there and disc.aintQd in the London market as bankers’ 
drafts, in order to secure a withdrawal of gold from the 
Bank.of Englano hr export to New York. 

vnisspry Koies. 

A promissory note is a bill signed by the maker of it 
promising to pay on demand, or at a future date, a sum 
of money to or (J) the order of a specified* person or to 
bearer. The maljcr, who. signs the bill, is the debtor and 
the payee is the creditor. Like a bill of exchange, it is a 
negotiable instrument, though not nearly so* commonly 
met with in trade. If signed by two or more persons not 
being partners, it may be a joint, or joint and several note; 
the liability of the signatories being joint only, i^nless 
otherwise stated, Upon a note for j^ioo signed by two 



62 INLAND AND FOREIGN EXCHANGES 

persons, the liability of each is* limited to £^0, unless it 
reads, “ We jointly and severally promise to pay,” in which 
case cither is liable to the holder for the full amount. 

The laws governing bills of exchange apply also to 
promissory notes, with few exceptions, notably the freedom 
of a holder from necessity for protest in the event of dis¬ 
honour, even though it be a foreign note. (.») " 

(<>) Sii' |). 53 io lo MU', wlicii tin' <linwir nml tli.-ini'i' .iro llic |'ci .oil. 
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INTRODUCTION. 

The total value of the exports and imports of the United 
Kingdom for the year lOoO exceeded r,000,000,000, and 
a very largp proportion of the goods represented by this 
vast’sura was insured in England, either by Lloyds Under¬ 
writers, or by the several marine insurance companies 
vr’hose central offices are situate in London. 

Almost every industry is concerned with shipping and 
marine insurance, ..nd yet the laflcr is almost an unknown 
quantity to merchants who insure, and has not, until quite 
recently, found a place in the higher commercial education 
system of this countr)'. 

The importance and the general lack of knowledge of 
this subject have been recognized by the London Chamber 
of Commerce, with.* the result that it now forms a distinct 
part of their syllabus of the “ Methods and Machinery of 
Business.” 

It is a subject, too, full of interest, but of ti technical 
character; and in addressing this work to commercial 
students, the object has been to avoid technicalities as 
far as possible, and to present marine insurance in an ^asy 
and interesting manner. 



niAriER I. 

AFFRUfaiTMEKT. 

Freicht is tlic term given to tlie earnings by a ship¬ 
owner from the employment of his ship to carry goods, 
and the contract into which Ire enters with the shipper 
is called a contract of affreightment. 'J'hcsc contracts 
are of two kind.s, fi) a Bill of I.acling, and (2) a Charter 
Barty. The form mo.st commonly u.scd is the bill of lading, 
which is, in the first place, the captain’s signed acknow¬ 
ledgment that certain goods have been received “in good 
order and well conditioned ’’ on board his ship ; in the 
second place, his undertaking to deliver them “ in like 
good order and well conditioned ’’ at the port of destina¬ 
tion ; and, in the third place, there is a long li.‘:t of risks 
in respect of which he will accept no liability. It is 
because of these exceptions, because of the dangers which 
beset the goods upon the voyage, for which the shipowner- 
will not be responsible, that the merchant or shipper has 
recourse to marine insurance. There .seems to be no end 
to this list of e.xccptions, and it would appear that ship¬ 
owners intend to whittle away their liability to the shipper 
until they have no rc'-ponsibility beyond the mere convey¬ 
ance of the goods. Tire cry is for cheap freight, and the 
shipowner supplies the demand, but reduces the protection 
afforded to the shipper.' 
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This very important dbcument, the bill of lading, is • 
known as a “ document of title ; ” that is to say, it is 
evidence of title to the goods namedT upon it. It is also 
transferable by endorsement, which means that the person 
to whose order the goods are stated to be deliverable may 
transfer the rights to, and property in, those goods to another 
person by ^^riting his name on the back of the bill. A 
shipment of goods may be, and often is, sold in this manner, 
even before the arrival of the ship which carries them; 
and the holder of a bill of lading, duly endorsed, has as 
much *right to the goods as had the person from whom he 
received it. Every shipper understands its importance 
in this respect, but comparatively few seem to recognize 
the importance of the various clauses contained in it, or 
even take the trouble to read them. It is obvious to him 
that the copious wording implies something, and he mjy 
be aware, perhaps, that all bills of lading are not worded 
precisely alike ; but he rarely takes the trouble to master 
them, although they form the basis of his contract wifh 
the shipowner for the safe conveyance of his valuable 
goods to some distant port. Wlien his goods have been 
damaged or lost, he has looked to the insurers (under¬ 
writers) to recompense him for the loss, and has some 
notion that either the shipowner or the underwriter 
must be held responsible for all losses—that where the 
liability of the shipowner ends, that of the, underwriter 
begins. % , 

I'robably no twe other* documents are so little under¬ 
stood by the average man who habitually handles them as 
a bill of lading and a marine insurance policj'. In the 
one ho contracts with the shipowner or shipbroker for the 
conveyance of his goods on stated conditions of which he 
knows little; in the other he contracts with the under¬ 
writers to insure his goods against certain perils, without 
M.M.B. ' F 
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quite knowing what perils he is insured against. As we 
have said, he has an idea that one or the other must be liable 
for all his losses, and, if this be so, he need not concern 
himself about the conditions of a bill of lading. But it 
may happen tliat, by an express condition of the bill of 
lading, he has contracted away some usual rights against 
the shipowner without being adequately protected by the 
terms of his insurance policy. For example, a shipowner 
is usually responsible to a shipper for the pilferage of 
goods whilst in his possession (and pilferage is not a 
very uncommon cause of loss), yet some modern bills 
of lading place this risk among the exceptions, as to 
which it is agreed the shipowner is exempt from all 
liability. An ordinary policy of marine insurance does 
not cover the risk of pilferage, and, unless it be specially 
embodied in the policy, the underwriters are not liable 
for any loss arising from this cause. The owner of 
the goods must bear the loss, and will probably consider 
that he has been unfairly treated by the underwriters, 
who knew nothing of the conditions of his contract of 
affreightment. 

Few shippers care to take upon thcra.sclves the risks 
incidental to the conveyance of their goods by sea, hence 
the large volume of marine insurance business in respect 
of cargo; and only a very limited number of shipowners are 
content to bear the risks' to which their vessels are so 
constantly exposed, hence the magnitude of the insur¬ 
ance on ships. Even freight-owners, whether shipowners 
or charterers, prefer to pay a modest premium to secure 
their freight, rather than risk the loss of freight which 
would attend a loss of cargo. 

If we look at the exceptions clause of a bill of lading, 
we shall find that the risks enumerated tlierein correspond 
fairly with the risks mentioned on a policy of insurance, 
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as those which the underwriters are contented to bear and 
do take upon themselves. Where they exactly agree, the 
shipper has complete indemnity. 

Complete indemnity, or complete recompense for lo.sses 
sustained, is what the owner of ship or cargo or freight 
usually desires; and the measure of his indemnity as 
against all •and every other person, whether under con¬ 
tracts of affreightment or insurance, will be discussed in 
the following page.s. 

Even where the liability of a shipowner is beyond 
dispute, there is a limit to its extent. The Merchant 
Shipping Act, iS94(n), enacts that the full measure of 
a shipowner’s liability in respect of goods carried shall 
not be greater than a sum eejual to ;^.S per ton of his 
ship's register tonnage. If valid claims were made, 
amounting in the aggregate to 2,000, and the register 
tonnage of the ship were 1200 tons, the total sum pay¬ 
able by the ship(/wiicr would be but £g, 6 oo; and this 
£(), 6 oo would be distributed /rm rata among the claimants, 
each receiving eighty per cent, of the amount of his proved 
claim. Where there is loss of life or personal injury in 
conjurtetion wdth loss of goods, the position of the cargo- 
owner is even less .secure. The addition of claims for loss 
^f life or personal injury increases the liability of the ship¬ 
owner from ;^8 to ;£^I5 per ton, but, as will be seen by the 
following example, the cargo-owner may be a greater 
sufferer by reaso^ of the inclusion of such claims. In 
apportioning the .total ssm payable by the shipowner, 
£^ per ton will be set aside for the benefit of life or 
personal injury claims, and any balance of those claims 
will rank equally with property claims on the remaining 
^8 per ton. 


(a) 57 & 58 Viol, oh, Oo, s. 503 . 
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/.ojv of Properly of Caryo only. 

Tciliil v:iliic of proved claims . . . /,I2 ,och.) 

l.i.iljilily of -iliipowncr— 

)’oo Ions icgi-ilcr ai ^{,'8 per ton . . 9/1(10 

Claimants receive or 80 jicr cent, of tlicir (daiin^. 

/.((.vf of Ufe ant! Property. 

Tot.i! value of pro\ ed cl.inns— ' 

For los.s of life, or personal miniy . . /jo.ooci 

J-'or loss of property.le.rxio 

e 2,00(0 

Li.ibility of shipowner— 

1200 re;.;islei tons .It/i5 pel ton . . ,{,18,000. 

Al'l’ORTldNMF.NT. 

Cluiins Allotted to 

Life. , I’ropcrty. 

-C I L ‘i-, L ‘t- 

10,000 Life claims, etc. i ! 

8,400 £j per ton apportioned to life | | 

claiiub .' .18,400 o o' 

___ I 1 

1,600 Balance of Ine, ole., claims, |=ths i | 

ni)poiluined .j 1,129 ^ 3 . 

12,000 Property claims, [sths apportioned I ' 8,47011 o 

13,600 Claims on a liability of ;^9,6oo ' j 

--(^8 per ton) = or 7 o ‘59 | I 

per rent.! I 

- i9,52^ 8 3,8,47011 9 

Property cKiims receive only 70 59 per cent., instead of 80 per cent., 
as in the former instance. 

Claims will only be admitted if the loss be one for which 
the Sihipowner is liable, according to law and the conditiems 
of the contract of affreightment. 
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Let us now refer to thfe facsimile of the bill of lading, 
to determine which of the perils to which goods may 
become exposed are, and are not, at*thc risk of the ship¬ 
owner (see p. 25). 

The perils and dangers to which they may become 
exposed during the voyage may be classified as perils 
^which do aiTd perils which do not arise from the actions of 
individuals. 

The perils which do not so arise, but are due to other 
causes, include storm, lightning, wind, waves, seas, and 
fire, Issses arising from all of which arc recoverable under 
an ordinary insurance policy; and also improper stowage and 
the depredations of rats, or other vermin, for which the 
shipowner and not the underwriter is often responsible. 

Perils which arise from the actions of individuals who 
are on board the vessel in which the goods are carricdi 
include- jettisoning (throwing overboard) or otherwise 
sacrificing the goods for the common safety, the loss being 
recoverable in general average under the policy (s'be 
Chapter II.); barratry of the master or mariners, insured 
in an ordinary policy; and pilferage, or clandestine theft, 
for which the shipowner is liable. 

Perils which arise from the acts of persons not on board 
the ship include pirates, a risk covered by the policy; 
enemies, takings at sea, restraints and detainments of 
kings, princes, or peoples, etc.; these being ^t the risk of 
the underwriters •unless declared “free of capture and 
seizure,” and as«to which no liability attaches to the 
shipowner. 

A Charter Party is the form of contract oT affreight¬ 
ment usually adopted where the cargo-owner has so 
large a cargo that he hires the whole of the ship, or 
wdiere he hires the whole ship for the conveyanoe of 
his own goods, plus those of qj:her shippers who pay 
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him the freight. A charterer is'a hirer, and is one of the 
parties to the contract, the other party being the owner 
of the vessel. A ship may be chartered for a voyage, 
or for a period of time ; and although the wholp of the 
cargo space of the ship is at the disposal of the charterer, 
the vc.ssel generally remains under the control of the 
owner’s captain, and the provisions and ship’s stores, a^ 
well as the wages of the crew, arc paid by the shipowner. 
If the freight agreed upon, as the consideration for hire, be 
not payable until the ship reaches her destination, the 
captain may there demand it befrre landing the Uargo. 
The owner of a ship has a “lien ” on all goods he carries 
for the amount of freight due ; that is to say, he has a 
right to retain possession of goods of which he is not the 
legal owner until payment of a debt due to him for the 
conveyance of the goods. Where a ship is chartered for a 
voyage, the time occupied is of considerable moment to the 
owner, as it keeps from him the use of his ship ; but so far 
as' time occupied in proceeding from one port to another 
is concerned, that is a matter under the control (as far as 
it is possible of control) of his captain. But the number 
of days to be occupied in unloading and loading at a port 
is affected by the arrangements of the_chartcrcr,.who may 
or may not have the goods ready at hand for the loading*, 
and require, therefore, to detain the ship for some time. 
There must ,be time occupied in loading and unloading, 
but an unreasonable detention deprives* the owner of the 
use and profit of his ship ; and to prevent any difficulty at 
a later date, a charter party usually states the number of 
“lay-days’' allowed. This number may, however, be ex¬ 
ceeded, and another clause in the document fixes the 
amount per day, by way of fine, or “ demurrage.” Demur¬ 
rage* is a term applied to the detention, or cost, thereof, 
of any vehicle, be it ship, lighter, waggon, or van. 
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Before it can be deterthined who is liable for a loss (the 
shipowner or the underwriter), the cause of the loss must 
be ascertained, and the process of arriving at the primary 
cause may be attended with difficulty. The immediate cause 
may very well be the effect of an anterior cause, which was 
produced by another cause, and so on, and to discover the 
first cause nvould entail great care and research, as the 
further we go back the greater will be the degree of 
uncertainty. There is, however, one golden rule to guide 
us. The immediate or nearest cause, or proximate cause, 
or causa proxhva, is the cause to which the loss shall be 
attributed, and a simpler rule could not be found. Fortu¬ 
nately, too, this rule admits of no exception, even where 
abundant proof of a previous cause exists. The well- 
known case of rats gnawing the pipe leading from the 
bathroom of a ship, and so admitting sea-water into the 
hold, to the detriment and damage of some of the cargo, 
is a proof of th,' ab.soluteness of this rule. Damage to 
cargo, if caused by rats, is a risk of the shipowner and not 
of the underwriter; whereas damage caused by sea-water 
is a'risk of the underwriter. The immediate cause of the 
damige was sea-water ; the remote cause, the rats which 
gnawed a hole in the pipe. The Court decided that sca- 
, water was the cause of damage, tliat it arose directly from 
the action of the sea, and the underwriters were held liable. 

The captain or master of a ship is primarily the agent of 
the shipowner; Ia*e may also act in the capacity of agent of 
the charterer, itfid, under special circumstances, become 
virtually the agent of the cargo-owner. His powers are 
very extensive. If, in consequence of damage to his ship, 
and the impossibility of his continuing his voyage, he puts 
inlo some port to effect repairs, he may practically pledge 
his ship to provide funds for such repairs, giving a bottomry 
bond—a mortgage of his ship—to become due and payable 
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if and when she arrives at her'port of destination. He 
may even pledge cargo as well as ship in this manner if 
necessary, and the bond is then termed “ Respondentia.” 
The circumstances under which this was often done 
formerly seldom obtain nowadays, and there arc few ports 
from which he cannot communicate with his owner by 
cable. A captain maj-, under stress of circumstances, sell 
part of the cargo ; as, for example, where it is of a perish¬ 
able nature, and his enforced detention at a port of refuge 
is of so lengthened a character that the goods would perish 
before arrival at the port to which they were consigned, ip) 

(/’) It IS ntcci'=;aiy to cxcu ibc itie utmost caic in tins case to asccitam that a 
is ail iinmeiliate iiccC'Sily ; and, if jMisbihlc, Uie inasier imi>t conirmmicate 
with the cargo-owner, and shoidd the latter icfusc to alhnv llio goods to be 
bold, however unreasonable ho may be, the master h.is no right to sell them. 
On this sulijf‘t.1 sec 7he S/aim A’/7r7^/A’iO/ Co. v. li/orse 

L. K. 4 P. C. 222 ; and AioUn- v. Hums {1S7S), 3 ].\, I) 282. 



CHAPTER II. 


GICNRRAL AVKRAr.E. 

From the earliest times, .^gcs before the introduction of 
marine insurance, a law of “general average" was in force 
among maritime nations, (a) It was recognized that the 
master of a vessel must be empowered to throw overboard 
any portion of the cargo, or part of the ship, where such a 
sacrifice of jiart of the property was needed in the interest 
of the whole. Where circum.stanccs have arisen which 
place the whole adventure in great jeopardy, and the only 
means of saving a part i.s by casting overboard another 
part, the sacrifice is ji stifiable. But it would not be equit¬ 
able for the person whose goods were jettisoned (thrown 
overboard) to bear the entire loss ; his lo.ss should be 
neither greater no.' smaller than that of all other persons 
concerned in the adventure. The ship itself and the 
remainder of the cargo have been saved by this sacrifice, 
^nd thcir’owners must recompense the owner of the jetti¬ 
soned cargo. Primarily, the loser will look to the captain 
for this recompense, and the captain must collect from the 
other cargo-ownerf their proper contribution. 

As originally general aj'crage applied only to cases of 
jettison, and this is the simplest form known, we will give 
example of its application. 

principle of a "gcucial avcr.ij^c ' conliilmtinii it. clcriveit from tile 
ancient law of Rhodes, bcin^ adopted into the Dii’.cst of Justinian, and the 
wis^lom and equity of the rule will do ho.iour to the incinofy of the* Stale from 
whoso codc'it has been derived, as long as maiiliuie commerce shall cnduie— 
Abbot’s “Merchant Ships and Seamen.” 
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A ship was valued at £20,006, and had on board goods 
belonging to several owners, as follows, viz. A., 20 packages 
valued at j^icxx); B., 50 packages valued at ^^2000; C., 
70 packages valued at ^^3000; D., 40 packages valued at 
j^iooo; E., 100 packages valued at £2000; and F., 15 
packages valued at i^iooo. 

During a storm which had arisen, and driven it out of 
its course, the ship grounded, and the captain recognized 
that the only hope of safety lay in jettisoning some of the 
heavier cargo, so that the ship, being rendered much 
lighter, might float on the incoming tide. He jettisoned 
the fifteen packages belonging to F., the vessel was re¬ 
floated, and in due course reached her port of destination 
Before he would release the goods belonging to A., B., C., 
D., and E., he required from them the several sums due 
on account of general average, but as the a.scertaiqment of 
the exact sums would require time and labour,.he took 
from each of them a certain sum, together with their bond 
for the payment of the balance. This is known as an 
"average bond.” The work of adjusting the loss was 
placed in the hands of an “average adjuster,” who pre¬ 
pared a statcnien*:, showing (i) the total value of the whole 
adventure ; (2) the loss occasioned by the jettison ; (3) the 
proportion the loss bore to the total value; (4) the appli¬ 
cation of that proportion to all interests concerned, showing 
the amount payable on account of each. 


(1) Value of ship . . „. 


£2 (,,ooo 

Value of Carj^o — 

•2 

* 

A.’s carifo 

1000 


■ B.ti ., ... 

20J0 


C’s „ ... 

3000 


la. b ,, . . . 

1000 


E.’s „ ... 

2000 


F. s „ . . , 

1000 

10,000 

• 

Total value of adventure 

. 

£i0,0OO 
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(2) Loss occasioned by the a'dvcnturc /i.ooo 


0 

8 

loss on 

a total of /i30,i 

JOO 



represents a 

loss of 3\ per cent., 



• or. 

^3 61. ^d. on catb /, 

100. 




I’roporlion to 

1.>c borne 

by 

the 



var 

ions interests - 





Shipowner, 3,'. pc'r cent, on , 



- 

. 

C.vj-go 

owneis 

- 


L 

-f. 


A. 3 

per cent 

. on .^1,000 


33 

6 

R 

li. 

77 

^2,000 

- 


13 

4 

l'. 


/,'3,000 


iOO 

0 

0 

.1). 

'7 

L 1,000 

= 

33 

6 

R 

E. 


£1,000 


66 

1,5 

4 

E. 


£',000 


33 

6 

R 


/ .<• d. 
6(16 13 4 


333 6 8 
^1000 o o 


F. will, therefore, receive /looo less the amount of his 
contribution to ^mncral average, ;^33 6 s. ^d., his net 
receipt being fyidt 132-. 4^/. In proportion to the value-of 
his interest, he suffers exactly the same as those whose 
goods were saved. 

In the foregoing crfample, the question of freight is not 
treated separately, every shipper being presumed to have 
^aid freight in advance, and to have included its cost in 
the value of his goods. Where, as is very general, freight 
is payable at destination, the ship, cargo, and freight is 
taken into accouRt. 

The principle of general average having been recognized, 
•its application has been extended to all losses which are 
occasioned by a sacrifice of part for the beftefit of the 
. whole, and this extension includes a variety of losses other 
than jettisons. One very common form is the sacrifice of 
goods by damage from water in the extinguishment of a 
fire on board ship. Where the|e is fire in one of the 
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holds of a ship, the captain ma/cause water to be pumped 
into that hold to put out the fire, and in so doing the 
water may damage ^oods which are not on fire as well as 
those which the fire has reached. In such a case, when 
the water has served the purpose of extinguishing the fire, 
it will be pumped out of the hold, and upon the arrival of 
the ship at its destination, each package will bc'scnitinized ; 
the damage to those which bear any sign of fire will not 
be recoverable in general average, as they were in no sense 
sacrificed ; but any water-damage to goods which had not 
been touched by fire will be made good in general average, 
as they were damaged 011 behalf of the general safety. 

A ship may, owing to untoward circumstances, be so 
long delayed upon her voyage that she runs short of coal, 
and, for the purpose of getting her to a coaling port, the 
captain may have recourse to consuming part of the cargo 
as fuel. Provided that she started from her l^st port 
of call with a reasonable supply of coal, the loss of the 
cargo consumed as fuel must be made good in general 
average, as it was a sacrifice made in the general interests 
of the adventure. 

Expenses iircurrcd by the captain-for the general safety 
are also recoverable under this heading. Damage to a 
propeller may render a ship so unmairageablc as to be 
quite helpless, and necessitate the employment of a tug or 
other vessel to tow licr to a port of repair, in which case 
the cost of towage and inward port dqcs must be borne 
proportionately by all interests .concerned. The applica¬ 
tion of general average to expenses incurred after the 
arrival at the port, depend upon the circumstance giving 
rise to the necessity of entry into the port. According to 
English practice, if the cause necessitating procedure to the 
port were a particular average (/') damage to the ship, the 

(f'O I' or cxplfliiAlion of this terra h'C Cbajilcr X, 
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expenses after arrival at that port arc not general average 
expenses; whereas, if the damage to the ship were re¬ 
coverable in general average, then all subsequent charges 
to and ^t the port of repair arc general average charges. 
Where a ship is stranded, and the captain decides to 
attempt to float her at the imminent risk of damaging or 
freaking her propeller, he practically elects to sacrifice a 
part of his ship for the benefit of all concerned in the 
adventure, and the consequent damage to the ship necessi¬ 
tates recourse, to a port for repair. The expenses of 
towagt, inward port dues, unloading and warehousing of 
cargo, repairs to ship, reloading of cargo, and outward 
port dues arc all included in general average, (r) 

Where the damage to the propeller was the result of an 
accident, and, therefore, not a sacrifice, there is still a 
necessity to proceed to port in the general interest, and 
the towage and inward port dues are general average 
charges; but the safety of the adventure being attained, 
the cost of warehousing the cargo, repairing the ship, afld 
outward port due.; have to be borne by the separate 
interests ; the warehousing is a particular charge upon the 
cargo, the repairs a particular charge upon the ship, and 
the reloading and outward port dues a particular charge 
«n the freight, (d) In fact, tlie expenses must be borne 
by the same people who would bear them at the port of 
departure. Under whichever set of circumstances the ship 
proceeds to a port of repair, ^inglish law docs not include 
in general average citlier tost of maintenance or wages of 
the crew during detention there. 

Upon these two points, namely, (i) Expenses at the 

(f) This rule lias been laid down by (he Association of Averngc Adjusters, 
and embodies die ilecisions in Atwood v. Sdhr (iSSo), 5 Q. lb lb 2S6. 

Tliis-is a rule of the Asbocialion of Average Adjn^lcr^, and embodies the 
decision in Svmdsen v. IVaVace^ (1883)3 10 Cab. 404. 
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port of refuge where the originating cause is a particular 
average damage to ship, and (2) Wages and maintenance 
of crew at that port, the English law is at variance with 
that of most other countries and the set of rules known as 
the York-Aiitwerp Rules. These latter, generally, rule 
that if the cost of unloading or discharging the cargo is 
admitted as general average, .so shall also the'Storage and 
reloading and outward port dues, as well as the wages and 
cost of maintenance of the crew during the period of 
detention. 

General average implies a sacrifice which must be 
reasonable and voluntary, incurred of necessity, in face of 
a common danger, and result in the saving of property 
which was imperilled. The cutting down of a mast may 
be a sacrifice, but the mere cutting adrift of a mast already 
wrecked is not a sacrifice. 

'The loss to any goods, or stores, not ordinarily used for 
spars or rigging {Ju 7 -y rii;), requisitioned for that purpose 
tft- enable a vessel to reach port, is to be made good in 
general average. 

Throughout this chapter, general average has been 
treated as a subject quite apart from marine insurance. 
It is really part of the law of affreightment, and the ship¬ 
owner or charterer, and cargo-owner, are subject to thig 
law independently of the question of marine insurance. 
It has become interwoven into marine insurance because 
the underwriters have taken upon thcmljelves the ri.sk of a 
general average loss, and of a general,average contribu¬ 
tion ; they insure ship and goods to cover any loss caused 
directly to* the subject-matter of insurance, or any con¬ 
tribution levied upon it by reason of a general average 
loss. But, although they were always ready to pay, 
dircqjtly, any contribution towards the loss of other cargo 
demanded of the assured, the underwriters expected the 
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owner of sacrificed cargo \o collect from the captain or 
shipowner the contributions of other owners, and to call 
upon them to make good the deficiency—the loser’s own 
contribution. They held that, as underwriters, they were 
only liable for the “ contribution ” to general average which 
was due by the assured ; and it was, therefore, the duty of 
the assured’ who sustained a general average loss, to 
collect the contributions of others, and call upon them 
to pay his own. It has been decided in our courts that 
the underwriters arc liable to the assured for the whole 
sum of his loss, he subrogating or assigning to them his 
rights against the other owners for their contribution, (e) 
Underwriters now pay the loss in full, and themselves 
collect the contributions of the other parties liable thereto. 

It may be added that, since bills of lading are sometimes 
worded to make York-Antwerp and other rules apply to 
the contract of affreightment, there is often a small slip 
attached to the prlicy of insurance, on which it is stated, 
“General average according to foreign statement if so 
made up, or as per York-Antwerp rules if in accordance 
with the contract of affreightment.” 


{.') Didiiitson \.Jardinc^ L. R, 3, C. I*. 639, 
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NATUJIE OF TIIF CO.N'IKACT —COURSE OF liUSINESS. 

Marine Insurance, like fire insurance, is a contract of 
indemnity—a contract to recompense for loss or damage 
sustained—and although the attainment of perfect in¬ 
demnity is a matter of difficulty, because of the fluctua¬ 
tions in the market values of commodities in the country 
to which they are consigned, the underlying principle of 
tlris class of insurance is that the assured may not make 
a profit out of a disaster, but may only be recompensed 
for the actual loss sustained. It is clear, therefore, that 
no insurance can be legally effected upon anything in 
which the a.ssured has no financial interest, or “insurable 
interest” as it is termed. 

“ Insurable Interest” has been defined as “being placed 
in such circumstances with re.spect to the thing insured as 
to have benefit from its c.vistcncc, prejudice from its loss.’ 
The Marine Insurance Act, lyoO (6 Jtdw. 7. ch. 41), defines 
the contract thus :— 

“A contract of marine insurance is a c,>ntract whereby the 
insurer undertakes to indemnify the assured, in manner and to 
the extent thereby agreed, again.st marine losses, that is to say, 
the losses incident to marine adventure.” 

But it further enacts (Section 2), that this may inclu 4 e, 
by express terms, or by usage of trade— 
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“losses on inland waters c)r on any land risk wliich may be 
incidcnkil to any sea voyage.” 

Itvcry contract of marine insurance must be expressed 
in a “ Policy," which must bear an impressed stamp, (a) 

The parties to the contract arc the insurer or under¬ 
writer, and^the assured or his agent. 

The subject-matter of the insurance may be— 

A ship ; which niay be insured for its full value by the 
owner, or insured by a mortgagee to the extent of his 
loan, or by the lender of money on a bond of bottomry 
or re'spondentia, or by a part-owner for the value of his 
share. 

Cargo; which may be insured for its value by the owner 
or his agent, or other person having an insurable interest 
in it. 

h'reight, passage-money, etc.; which may be insured 'by 
the person to whorri it will become due; or if advance 
freight, by the per.so.i advancing it. 

Wages of the master or crew of the vessel. 

Rc-insurance by r.n undcrw'ritcr who has taken a risk 
upon the thing insured. 

The utmost good faith on the part of assured and under¬ 
writer is ■absolutely essential to the contract. 

The total sum assured must be indicated upon the 
policy, and the particular risks which the underwriter 
takes upon himself to bear should be clearly indicated. 

The rate of premium paid as consideration by the 
assured must be’ stated, and the name or names of the 
underwriter or underwriters must be writtea under the 
conditions. 

Underwriters frequently enter into contracts with people 
who have not a semblance of insurable interest in the 


M.M.B. 


(rt) For Value of Slanij'b nctjjjssary, see p. 85. 


G 
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thing insured, and will mark the policies “ P. P. 1 .” (policy 
proof of interest), or “ Interest or no interest,” or other 
words signifying that they will not enquire into the question 
of interest. Such policies arc not, of course, contracts of 
indemnity, and have never possessed any legal value, 
though losses arc paid as a matter of honour. They are 
merely “ wager " policies, or “ honour ” policies. 

Course of Business. 

A person desirous of obtaining an insurance against 
marine risks' may elect to apply to one of the many first- 
class marine insurance companies, or to Lloyds’ under¬ 
writers. In the former ease, he may or may not secure 
the services of a broker : in the latter case, he must do so. 

An insurance broker’s relationship to his client requires 
him to act, like any other agent, in the best interests of the 
client; but, unlike other classes of agents or brokers, he 
is paid by the underwriters or company, and not by his 
principal (client). 

The broker writes down on a ” slip,” in a very abbre¬ 
viated form, the name of the assured or his agent, the 
subject-matter of the insurance, the risks against which 
it is desired to insure, the voyage or time during which 
the insurance is to last, the rate of premium to be paid, 
and any other particulars which will assist the underwriter 
in determining the real nature of the risk. With this slip 
he enters the underwriters’ room at Lloyds’, or the office 
of the company, as the ease may be. 

[Slip of Floating Policy (see p. io8)]. 

CAUn AND Co. 

£'80,000. 

Cari,'o Str. or Strs., London to Melbourne and Sydney, sail 31/12/&7 
ind. warehouse, U.K. to consignees. In event loss before deel. 
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rost .ind 20/, pft. Incl. pilf. F. C. .mil S. Av. ca. pk” 
svliolc. 

1 *. and <), ami • >1 umiI. I*, J', A., or /ain. m I'm. 

. 10/- ilo. Kaleor W ool! 

• i-nly W. A 

Others CovTicil, vlt. 


/, 

I ‘,.000 I lames, ly 1 j. 

, V.O W.’l. A., 17/12. 
4000 K. ML\en-.()n. 

','KKi W I. t 'i.ua'ii, |M I 
i:;mo W S. 

I T DOG 0 . lA l\ \\ . 

VXm R. .'saiuii'i son 
H. \'. V. 

'sAHt Iv < t, < iiahaiii. 

J. W. 

II. W. \'. 

7 <Kx) I. \k y .impiK II. 
S(J/KX) 


oi' on 


If an insurance company •undertake the risk, they will 
probably underwrue the whole of it, and in.ay at once issue 
a covering note, advising the assured that he is held covered 
against any loss pending the preparation of the policy. If 
Lloyds’ vnderwriters are approached, each one deciding 
4 o insure a part of the risk will initial the slip and state 
thereon the sum he will insure, and the broker will continue 
placing the slip bjfore v.arious underwriters until the total 
of the several suTns insured *caches the amount desired. 
Upon the complefion of the slip, the broker will write out 
a policy upon Lloyds’ form, which has bccn^prcviously 
stamped in accordance with the provisions of the Stamp 
Act, 1891 (54 and 55 Viet. ch. 39). The policy will then 
be taken to every underwriter whose initials appeared 
upon the slip, and they will sign their names unde? the 
conditions of the policy, thereby bucoming “ underwriters." 
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The “slip" and “covering nolc” have always been 
binding in lionour, as being an undertaking to issue a 
policy, but it has always been held in our Courts of Law 
that they had no legal value. Every contract of. marine 
insurance must be written on paper bearing the revenue 
stamp, and the stamp must be impressed upon the policy 
before it is signed ; {hj the .slip or covering note is not a 
stamped document, being intended only as a temporary 
contract pending the issue of the policy; therefore the 
contract is unenforceable until the policy has been issued. 
The new Act of 1906, section 21, reads:— 

“ /\ contract of marine insurance is deemed to l)e concluded 
when the proposal of the assured is acce|iled by the insurer, 
whether the i«licy be then issued or not ; and for the irurposc of 
shywing wlien the jiroposal was accepted, refeienec may lie made 
to the slip or covering note or other cusloinary memorandum of 
the contract, although it he unstamped.” 

This must not be taken to mean that, in the event of any 
loss, the underwriters may pay a claim upon the produc¬ 
tion of the slip, as the Stamp Act (1891) imposes a 
penalty of i^ioo for settling claim.s other than, under a 
properly stamped policy. The contract is, like other con-., 
tracts, concluded upon proposal and acceptance, but the 
issue of a policy is nevertheless nccessarjc 


Stamps. 

The starlip duties on policies of sea insurance are as 
follows, viz.:— 


{b) exception is made where tlie pcdicy is executed outside the United 
Kingdom, such a policy being cajialile of being stamped if presented for that 
purpose within ten days of ith lin t arrival in this country. 
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By the Stamp Act, 1891— 

(t) Where the jaemium or consideration does 
not exceed the rate of 2/6 |)er cent, of 
the sum insured ... ... fine penny, (c) 

By tlic h'inance Act, icp.S, .s. 5— 

(2) In any olluT case ; 

(<i) fiur or upon any voyage wliether relat¬ 
ing to cargo or ships :— 

(n re.spect of every full sum of /^loo, 
and also any fractional patl of _^ioo 
insured . ... One penny. 

By*the Stamp Act, i8yi— 

(/') hor time.— 

In respect of every full sum of ^^loo, 
and also any fractional Jiart of ^100 
insured :— 

for any lime not exceeding 6 

months . 3ti. 

exceedi.ig 6 and not c.vcceding 

12 months ... ... ... 6 ii.(d)’n 

"Sea” insurance, to which alone this stamp duty is 
applicable, ha.- t een defined to mean insurance of any 
adventure upon the seas or tidal waters, and does not apply 
to adventures on inland rivers, canals, or lakes ; policies on 
^such riskh need only bear a penny stamp. 

Lloyds' and Insnrattce Companies. 

Lloyds is an Jncorporated society performing many 
functions. One tif the functions usually associated with 
the name is that»of marJhe insurance, but the corporation 
does not, in its corporate capacity, transact anjr insurance 
business, that being left to its individual members called 
underwriters. The corporation does, through its com¬ 
mittee, take care that only reliable men shall perform this 

V) ThiS'Stamj) of one penny is for any amount, and is no! an ad valorem 
stamp duly. , 

(t/) A time policy may not he [})i more than twalve months. 
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duty, and exacts from each new member a deposit of 
valuable securities, which it retains as security in case '■'f 
default or hiilurc of the member. The liability of each 
underwriter is strictly limited to the amount he has.under¬ 
written, "and the failure of another whose name appears on 
the same policy docs not increase his liability. The co¬ 
incidence of default by an underwriter and a lo.ss on which 
he held a part risk leaves the assured uninsured for that 
portion ; but he may recover part of his loss upon the 
liquidation by the committee of the securities in their 
possession. The risk of loss through failure of an uhder- 
writor is so small, however, that some brokers are prepared 
to guarantee the solvency of every signatory to their 
policies. Lloyds’ underwriters are well known to engage 
in various classes of insurance which have not the remotest 
coimcction with marine risks, but the securities they lodge 
arc held as against the latter only. 

The business is not one of hazardous speculation, but of 
cafeful calculation. The premium required for every line 
and class of ship, for every voyage, for every class of 
cargo, etc., is determinable; and if the underwriter be 
guided strictly by the data at his command and distribute 
his risks in such a manner that he has almo.st numbcrle.ss 
small ones and none very large, the result should be a' 
profit. With the best connections with the brokers and 
the closest calculations, it is difficult in these days to make 
the margin of profit great, by, reason of the fineness of the 
rates of premium, which the system of cu'ting has brought 
too low, and in respect of which some alteration is 
desirable. 

If an underwriter consider that any one risk of his is 
disproportionately large, he will re-insurc part of it with 
another; and some very safe men will even re-in.sure, at 
an enhanced premium,,jtho.se risks which have become 
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hazardous by a vessel being overdue or reported in a bad 
condition. 

The vast machinery at Lloyds’, v-ith agents in every 
part of, the maritime world, enables the members to gain 
the earliest intelligence of any disaster, and the known 
movements of every vessel are duty reported. The pro¬ 
le nged del^ in a ship reaching the port to which she is 
bound will, especially if she have not been “spoken” on 
her voyage, cause a marked rise in the quotations for her 
insurance or that of her cargo ; some underwriters re- 
insutnrig at high premiums, “ cutting their loss,” and 
others taking the greater risk for the sake of larger 
premiums. Whenever the committee consider the delay 
to be so great as to warrant it, they post the ship as 
“ Overdue,” and this sends up the premium to a high 
figure. 

The-absence of ncw.s in the near future may determine 
the committee to post the vessel as " Missing,” when all 
claims must be settled. It.is, indeed, the official notifffca- 
tion that the fate of the ship is beyond reasonable doubt, 
and that her lo.s- ks presumed. Occasionally, news of her 
safe arrival reaches London after this official notice and 
consequent settlement, but this will be dealt with in a 
.later chapter. 


Marine Insurance Companies. • 

Several well-k|jown pawcrtul companies engage wholly 
in marine business, whilst others have one branch devoted 
to that class of risk. They will underwrite largfe individual 
risks, but this is not a sign of unduly speculative business, 
ECS most of them have an agent at Lloyds’ who re-insures 
as much of each risk as they consider prudent. Where 
this re-insurance is efiected, the cjsmpany arc still liable to 



MARINE INSURANCE 


8R 

the assured in the original amount, Lloyds’ underwriters 
being liable to the company in the sum re-insured. As 
with fire and life insurance companies, the liability of 
the shareholders is generally limited, but the shares are not 
fully paid, and there is, therefore, a considerable uncalled 
liability, which makes the position of the assured one of 
safety. 



CHAPTER IV. 

THE I'OLICV’. 

A MARINE policy mu.st specify— {<i) 

(1) The name of the as.surej, or of some person who 
tfifcct". the insurance on his behalf: 

(2) The subject-matter insured and the risk insured 
a-ainst: 

(3) The voyaije or period of time, or both, as the case 
may be, co'.'jrco by the in.surance: 

(4) The sum or .sums insured ; 

f5) The name or names of the insurers : 

(6) The consideration {i.c. the premium arranpred or to 
be arratiged;. 

Policies ,arc of two prim ipal kinds, viz.; Voyage policies 
and time policies. A policy insuring a thing from one place 
to another is called a “voyage policy," and one insuring a 
thing for a period^of time is called a “ time^policy.” If 
both are included^ in one policy it is termed a “mixed 
policy." 

Time policies apply to ships, voyage policies to ship, or 
cargo, or freight. 

A class of policy which finds much favour among 
shippers of goods to a given port or ports at very frequent 
intervals.is a “ floating policy." By means of this form of 

(rt) Maiinc Tn'^uianct' Acl, 1906 (6 E<iw. 7 Ch. 41, s. 23). 
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policy icgular shippers arc saved the trouble of effecting 
separate insurances with each shipment of goods, and the 
mere endorsement of each upon the policy is sufficient for 
all purposes. The total sum to be insured is in,serted in 
the policy, together with rates of premium ; and the declara¬ 
tion of the amount of each shipment is made when it is 
effected. A full example of this will be given 'in a separate 
chapter. 

The foim of policy which is known as a Lloyds’ policy, 
and which has been in use for a great length of time, is 
adopted in the first schedule to the Marine Insurance' Act, 
1906, and is as follows, viz.: — 

]Je it known tii.vt .as well in 

.own name as for and in the name and names of all 

S. O. and every other person or persons to whom the same doth, 
< m.sy, or .shall appmtain, in part or in all doth makea.s.surancc 

and cau.se.and them, and every of them, to be insured 

lost or not lost, at and from. Upon 

any kind of goods and merchandises, and also upon the 
body, tackle, apparel, ordnance, munition, artillery, boat, and 
other furniture, of and in the good ship or vessel called the 

.whereof i.s master under God, for this present 

voyage,.or whosoever else shall go for master in 

the said ship, or liy whatsoever other name or" names thp 
said ship, or the master thereof, is or shall be named or 
called; beginning the adventure upon the said goods and 
raerchahdises from the loading thereof'pboard the said ship, 

.upon the said ship, etc. 

and so shall continue and endure, during her abode there, 
upon .the said ship, etc. And further, until the said ship, 
with all her ordnance, tackle, apparel, etc., and goods and 

merchandises whatsoever shall be arrived at. 

upon the said ship, etc., until she hath moored at anchor 
twenty-four hours in good safely; and upon the goods ifnd 
merchandises, until the same be there discharged and safely 
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landed. And it shall be lawful for the said ship, etc., in 
this voyage, to proceed and sail to and touch and .stay at 

any ])orts or i)la(;es whatsoever.without 

•luejudice to this insurance. The .iald ship, etc., goods and 
merchandises, etc., for so much as concerns the assured by 
agicement between the assured and assurers in this policy, 
are and'shall be valued at. 

Touching the adventures and perils which we the .assurers 
are contented to bear and do take uj)on us in this voyage : 
they are fT the seas, nien-of-war, fire, enemies, piiates, rovers, 
tjiieves, jettisons, letters of mart and countermart, surjirisals, 
takings at sea, arrests, restraints, and detainments of all kings, 
princes, and people, of what nation, condition, or (juality 
soever, barratry of the masters and mariners, and of all other 
perils, losses, and misfortunes, that have or shall come to 
the hurt, detriment, or damage of the said goods and 
merchandises, and shiji, etc., or any part thereof. 

And in cas ■ of any ln.ss or misfortune it shall be lawful to 
the assured, ti.eirt.ictors, servants and assigns, to sue, labour, 
and travel foi, in and about the defence, safeguard, affd 
recovery of the said goods and merchandises, and ship, etc., 
or any par, tl. reof, without prejudice to this insurance; to 
the chaii'es whereof wo, the assurers, will contribute each 
one accoidmg to the rate and quantity of his sum herein 
assured. And it is especi.nlly declared and agreed that no 
acts of the insurer or insured in recovering, saying, or pre¬ 
serving the property insured shall be considered as a waiver, 
or acceirtance^nf abandonment. And it is hertby agreed by 
us, the insurers, that this wrKing or policy of assurance shall 
be of as niuch%rce and effect as the surest writing or policy 
of assurance heretofore made in Lombard Strept, or in the 
Koyal Exchange, or elsewhere in London. And so we, the 
assurers, arc contented, and do hereby promise and bind 
ourselves, each one for his own part, our heirs, executors, 
and goods to the assured, their executors, administrators, 
and assigns, for the true perfqrmance of the premises. 
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coiift'ssini; ourselves |)ai(l the consideration due unto us for this 

assurance by tlie assured, at and after the rate of. 

In witness wlicreof wo, the assurers, have subscril'cd our 
names and sums assured in Uondoii. 

N.H. (.'orii, fish, salt, fruit, and seed, are warranted free 
from average, unless general, or the ship be stranded ; sugar, 
tobacco, hemp, flav, hides, and skins, are wananted free from 
average, under five pounds per cent., and all other goods, 
also the sliip and freiglil, arc warranted free from average, 
under three pounds per cent, unless general. Or the sliij) be 
strandi'd. 

It has often been suggested that a more concise form of 
wording should be adopted, but, since the form he.e 
employed is a venerable one, and a vast number of 
judgments have been delivered in our High Courts in 
respect of its clauses, it is perliaps better left alone ; at 
any rate, the Act of (906 has adopted it. 

The new Act has, however, laid down a few rules for the 
construction of the policy, and these will be embodied in 
our short explanation of the various clauses. 

“ Be it known that." The space left blank is for 

the insertion of the name of the assured or his agent, and 
the reference to “ persons to whom the same dotlj, may, or 
shall appertain, in portion or in all,” shows that the interest 
in the subject-matter and in the policy may be transferred 
or assigned, wholly or in part, to another person. It does 
not follow that, because the assured has" sold or assigned 
any part of his interest in the thing insured, he has thereby 
transferred to the assignee his riglits under the policy; 
there must be an agreement to that effect with the 
assignee. The assured can no longer have any rights 
under the policy because he has parted with an insurable 
interest in the property, but the transference of those rights 
to the purchaser required an agreement. 
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EXAMri.i;. A. sells lo B. u c.ir!;(i ol cotton whidi is on a ship 
sailinjt from New Orleans to l.ucn'pool. A. had insured the colton, 
but no mention of the fact is made to It. Tin; ship is subsequently 
lost. A. has no claim U]inii the uiiderwritc's, because he has no 
longer aiF insurable interest in the cotton ; and U. has no claim, 
because thcti has been no transference of rights under the policy 
to him. 

• 

A.s .stated above, ,i marine policy in.ty be a.s.signcd, cither 
before or after loss, unless it cont.ains terms expressly pro- 
hiliiting a.ssignment. It ratty be assigned by endorsement, 
O’- in »iny other customary manner, and the assignee iriay 
sue upon the policy in his own name, (/i) 

“To be insurei! io.st or not lost." 'ITie rule.s of the new 
Act (ltjo6) stttte: “ Where the loss has occurred before the 
contract is concluded, the risk ;ttl aches unle.ss, at such 
time the assured was aware of the loss and the insurer was 
not.” It mtiy be added, however, that if the insured knevv 
that the ship or o roc s were exposed to some grctit risk, of 
which he did not inform the underwriter, and of which Ac 
latter was ignorani, there would be no valid claim, as the 
essential conditio ■. oi the utmost good faith {uberrima fide) 
was non-existent. Subject to this condition, the insurance 
holds good, cren though the thing insured be already lost. 

“At aftd from.” Upon this the rules say, “Where the 
subject-matter is insured ‘ from ’ a particular place, the risk 
docs not attach until the shiii starts on the voyage insured.” 
And “Where a .‘^ip is insured ‘at and from' a particular 
place, and she i.s^ at that pl^cc in good safety when the 
contract is conclucled, the risk attaches immediately.” And, 
further, “ if she be not at that place when the a:ontract is 
concluded the risk attaches as .soon as she arrives there in 
good safety, and, unless the policy otherwise provides, it is 
immaterial that she is covered by another policy ^or a 


[If) Marine Insurance A.clf 190O, an/i. 
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specified time after arrival.” The question of a possible 
ovcr-lappiiig of policies will be discussed later on ; but it 
may here be remarked that the ship must proceed to load 
and leave the said port with reasonable dispatch. , 

“Good ship or vessel called the ...” A “ship” is 
really a sailing vessel having three masts with square 
rigging to each, but the term is commonly applied to 
all classes of sailing vessels, and even to steamers. The 
name of the vessel is inserted in the blank space pro¬ 
vided, if the policy refer to one ship or voyage ; but 
where it is a “ floating ” policy, it is usual to insert the 
words “ ship and / or ships,” or “ steamer and / or steamers,” 
the names of the vessels being declared by endorsement as 
necessary. 

“ Whereof is master under God, for this pre.sent 
voyage, . . .” The name of the master, or captain, is 
rarely given in modern policies. 

“ Beginning the adventure upon the said goods and 
nterchandiscs front the loading thereof aboard the said 
ship.” We have seen that the risk on a ship commences 
either from the moment she starts on her voyage, or at the 
time she enters the port of departure. Now we see that the 
risk on cargo commences as soon as it is placed on board 
the vessel, so that the underwriter is not liable for loss or 
damage during transit from shore to ship at the port of 
departure, unless there is an express stipulation to that 
effect. 

“ Until she hath moored at anchor twrnty-four hours in 
good safety.” This determines, (c) or terminates, the risk on 
the ship. She is insured on an ordinary voyage policy, 
until she has arrived at her port of destination and been 
moored twenty-four hours in good safety. 

(f) To determine ” u.scd of a contract of any kind i.s equivalent to “ to 
tcrniinatc.’’ 
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“ Upon the goods and merchandises until the same be 
there discharged and safely landed.” The risk on cargo 
continues, therefore, until they arc safely landed, but this 
implies that they arc landed in the manner customary at 
the port of discharge and with reasonable dispatch. Where 
it is customary to discharge cargo into lighters or barges, 
in which they arc conveyed to the shore, this risk is included 
under the policy ; but if, at a port where it is customary 
for the shio to proceed alongside the quay or other usual 
landing-place, the captain disch.arges the goods into lighters 
instcafi, the risk does not extend to the lighters. 

“To proceed and sail to and touch and stay at any ports 
or places whatsoever.” This must be read strictly in 
conjunction with the previous words, "in this voyage.” 
She has not liberty to call at any other than the customary 
ports, and must even take them in the order named (if 
named), .or the customary order if not named, and she 
must only call at .such ports for the purposes of her present 
voyage. 

“Are and shall b valued at.” Where the value of the 
ship, or goods, er .leight has been agreed upon, it should 
be here inserted on the policy, which is then known as a 
“valued” policy. Where the value is not known or agreed 
upon, this’space ij left blank, and the value determined 
upon a basis which will be given in another chapter 
at page 133. Such a policy is called an “Unvalued” 
policy. ' 

“ Touching the adventures *and perils which wc the 
assurers are contented to bear and do take upon us in this 
voyage; they are of the seas. . . Perils of* the seas 
are thus insured against, but the wear and tear incidental 
to every voyage is not a peril. The terpi “ perils of the 
sea^ '* refers only to fortuitous accidents or casualties, of 
the seas, and docs not include the ordinary action of the 
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wind and waves. “ Men of war and enemies, takings at 
sea, restraints and detainments,” are included in the risks 
here; but it is usual for the underwriters to insert a clause, 
“Warranted nevertheless free of capture, seizure, and 
detention, and the consequences thereof, or of any attempt 
thereat, piracy excepted, and also from all consequences of 
ho.stilitie.s or warlike operations, whether before or after 
declaration of war.” This clause nullifies that stated at 
the head of this paragraph, and is commonly met with. It 
is known as the “ free of capture and seizure,” or ]'., C., & S. 
clause. 

“ Pirates and rovers.” This includes not only pirates 
who roam the seas and take forcible jrossession of goods or 
ship, but also rioters who attack a ship from the shore, and 
passengers wdro mutiny. 

“Thieves” refers to the forcible taking possession, and 
does not cover clandestine theft or pilferage by members 
of the crew or passengers. 

■‘’“Barratry” includes every wrongful act wilfully com¬ 
mitted by the master or crew to tbe prejudice of the 
owner (or the charterer). It has a very wide application. 
The running a ship ashore for the purpose of wrecking her, 
scuttling her, or other mutinous act by master or crew, 
come under this heading of barratry. It further includes 
deviation from the proper course of a voyage for the profit 
or convenience of the master, without the knowledge or 
consent of the owner. 

“ Letters of mart and countermart,” sometimes spelt 
marque and countermarque, are not so common now as 
formerly.'' They were letters given to the owner of a private 
ship by the sovereign of his country, authorizing him to 
prey upon the commerce of another country—it being sup¬ 
posed that he had suffered some loss at the hands of a 
master of a foreign vessel, and this letter of marque 
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permitted him to rccou]) himself by retaliating upon any 
other vessel belonging to the same nation. 

“ All otiicr perils, losses, and misfortunes.” If this meant 
what it gays, there would have been no need to specify the 
other pciils already referred to. It has not, however, so 
wide a meaning. It ma)' best be rendered as “all other 
perils, ete., of a like knul," or of the same class, [ojusdem 
and this MUerpretation has been adopted by our 

judges. 


Sue and Labour Claim’, 

The nc.\t clause is called the sue and labour clause. Its 
object is to minimize a lo.ss. It makes it lawful for the 
assured, or their agents, factors, or assigns, to sue, labour, 
and t.avcl for tsafety or recovery of their goods, arui 
agrees that exp-'iises so reasonably incurred shall be re¬ 
funded by the uiidei'M'riter.s. The saving or recovery must 
be done by the .-issured or-his agents, and the proper’ty 
saved must be 'u, .,vvn and not another's property. The 
saving of anotiici ; property is “ salvage,” and the cxpcn.ses 
incuired arc ntt recoverable under this sue and labour 
clause. 


ULilt'c’r Clause. 

This is an impt^ant clause, and a proper siijjplement to 
the sue and labottj clause.. Tfie assured may, after giving 
notice of abandonment to the underwriters and claiming a 
total lo.ss, use his utmost endeavour to safeguard«or recover 
the property, without thereby “ waiving ” his notice of 
abandonment ; and similarly the underwriter may .so 
en,deavour to save the property without such'an act bj;ing 
considered as an acceptance of abandonment. 

M.M.li. ■ II 
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“ Confessing ourselves paid the consideration due unto us for this 
assurance by the assured at and after the rate of.” 

The consideration, or premium, is not stated in amount 
but at a rale per cent., and when the underwriter' has 
signed and delivered this poHcj', he may not thereafter 
deny that he has received payment of the premium. The 
cu.stomary pay-day at Lloyds' is the 8th day of the 
month following tire completion of the contract, and it 
is usual to i.ssue the policy to the broker before payment. 
In the event of the default of the broker the insurance 
stands, although the underwriters may not have received 
the money consideration. 

Ike hfi'iiivraniliim. 

This forms the .subject of the succeeding chapter. The 
signatures of the underwriters, with the sum they assure 
are jdaced at the foot of the policy. 'Where the 
irrfurance is effected with the Marine Insurance Com¬ 
pany, the secretary, or other authorized officer of the 
Company, signs the policy, the wording of the latter part 
differing from a Lloyds’ policy to admit of this altera¬ 
tion. The policy we have been discussing is an ordinary 
Lloyds’ policy, upon which is printed the whole of th? 
writing here set forth. It is not uncommon to attach 
printed slips to a policy containing special clauses, in 
which case the policy is to be construed particularly as to 
the meaning imparted into it by-the slip,; and if the word¬ 
ing of the slip be at variance with that of the policy, it is 
to the slip,'and not to the policy, that we must look for an 
interpretation of the intent of the contracting parties. 
'Very frequently, too, words arc written in the body, or on 
the ajargin, of the policy, c.xtending or curtailing its scojje; 
and these words may be quite opposite in meaning to 
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certain printed portions which have not even been struck out, 
but the written words will govern the policy. A printed 
slip attached to a policy overrides, in its terms, any con¬ 
flicting terms printed upon the policy; and terms written 
upon t^le policy override others of all kinds with which 
they come into conflict. 



CHAPTER V. 

THE MEMORANDUM. 

The footnote to the policy commencing “ N.B." is 
termed the Memorandum, and i.s an addition to the earlier 
form of policy, it enumerates, first, six classes of good.s 
whicli arc very liable to damage or deterioration apart from 
atny ri.sk of marine adventure. («) Corn, fish, .salt, fruit, 
flour, and seed are indeed .so liable to deteriorate that 
uii^lerwritcrs arc unwilling to take such risks upon them- 
.selves. They are content to bear a total loss if in the 
nature of a sacrifice for the general benefit (general 
average), or if, during the time the goods were on board 
the ship, she has stranded, and without proof that the 
damage or deterioration resulted from such stranding. 
What they arc not contented to bear is the partial damage 
suffered during a voyage not attended with any mishap— 
a damage having probably no conncctiq,n with the voyage 
at all. , 

Then follow six other articles, icss liable to damage than 
the former six, but still being of a nature susceptible of 
deterioration without being caused by any risks to which 
they arc e.xposcd by the adventure. Unless occasioned 
by general average, or the ship be stranded (sunk or burnt 

(rt) Coin floes, not incht<le rice, aiul bkiin do nol 'iidude furs, and hemjKlocs 
nol include flax. 
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is now often added), the underwriters will not pay any 
claim amounting to less than 5 per cent, of the total value 
of such gnoils. 

Lastly, all other goods, also the ship and freight, arc 
warrantc’l free from partial damage under 3 per cent., 
unless genera! average, or the ship be stranded, etc. 

In effect, the underwriters say, “If your goods, or ship, 
ct'., suffer deterioration hj rcixson of the perils to sdikh they 
are exposen in a sea t’lirape, the extent of that deterioration 
wid not be less than 3 per cent, or, in the case of sugar, 
tobacco, hcmi), fl;ix, hides, and skins, 5 per cent; and, 
pioviding that the damage re.ichcs that percentage (or the 
franchise, as it is called;, wo will pay a claim. If, on the 
other ii.md, the loss do not attain this franchise, we are 
eiiiitlcd to conndcr that the cause is not to be found in 
the perils rg:.h:-,t which wo insure, but in the n.ature*Of 
the goods theiT'scl .'os, their inherent properties or vices, 
the faulty method employed in packing, or other ct^usc 
outside the oiii'ose of this insurance; in which case we 
will not adtui. any claim.’’ It is a perfectly reasonable 
argument, and .•omc such .system must be employed if low 
rates of pr'mium arc to obtain. In the whole range of 
marine msurance busiiics.s, nothing is more annoying to 
the underwriters than the number of petty claims—claims 
made for deterioration which cannot be reasonably con¬ 
nected with the voyage. Underwriters will olieerfully pay 
a large claim cfcarly arising from a peril named in the 
policy, but the sinall clauns for damage probably outside 
the scope of the i)olicy are not only an amioyaqcc to them, 
but make a large hole in their profit. 

When the “ memorandum ’’ was first inserted in policies, 
.ships were of comparatively small tonnage, and the cargo 
owned by one merchant and shipped by one vessel was 
not of great value. With the inefease in the size of ships 
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and value of individual shipments, this question of franchise 
was reconsidered in the direction of affording greater 
security to the assured. With small ships and small ship¬ 
ments, a 3 per cent, loss was somewhat trivial; but with 
modern vessels of enormous value, and with shipments by 
one merchant reaching to ,^io,ooo or more, a Iocs of 3 per 
cent, assumed a different aspect. 

In respect of ships, the values of hull, machinery, fittings, 
etc., may be regarded as separate items of insurance, so 
that if the damage to cabin fittings is as much as 3 per 
cent, of the total value of those fittings (not of the total 
value of the ship), the loss attains the franchise, and will 
be paid by the underwriters. With the largest liners this 
subdivision of interests may be earned much further. 

In respect of goods, an attempt was made to subdivide 
a single merchant’s cargo in such manner as to ensure that 
a claim for a reasonable sum should not be disallowed by 
the. 3 per cent, or 5 per cent, franchi.se c'ausc. To effect 
this purpose the subdivision had to be greater for the more 
valuable classes of cargo. A subdivision was called a 
"series,” and the basis of the formation of series seems 
to have been a value of about .^loo. One package of silk 
or other valuable commodity formed a “series,” or'separate 
risk; 10 bales of cotton, or 10 chests of tea, or 50 bags 
of sugar formed a “ series,” and so on. Under this arrange¬ 
ment a merchant might ship 20, or more' ,or less, packages 
of silk, and if one of such packages suffered damage, the 
basis upon which the franchise was computed was not to 
be the value of the whole shipment, but of the single 
package damaged. The value of the 20 packages might 
be £2000 (20 packages of .^loo each), but if the damage 
was only £ 3, it would constitute a valid claim, because ij 
would be 3 per cent, of the value of the one package or 
series. 
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Where a single package forms a series, no ciifficulty 
presents itself, but where 20 packages form one series, and 
the shipment is one of 200 such packages, and, say, 3 
packages are damaged, the question arises, " Are these 3 
damagci! packages to be considered as forming part of 
one scries,^)r is each one of the 3 packages to be held to 
l.e included in a separate scries ? ” The damage may be 
more than 3 pei cent, or 5 per cent., as the case may be, 
on one sc.ics, but if spread over three series it will not 
reach the franchise. To obviate any difficulty in this 
respect, the scries are generally to be considered in “ run¬ 
ning landing niimbcr.s.” Every 20 packages successively 
landed forms a series, and the damaged packages are 
included in the series in which they were landed ; and as 
E is not unusnal to land the damaged packages after all 
the sound t uc.-., the merchant is very fully protected, "ft 
is obvious that the total number of packages is not always 
divisible bv the scries without remainder, and the last 
series cannot contain its proper complement; it, how¬ 
ever, serves tl ■ same purpose, and is termed the “ tail 
series.” 

Not infrf puently merchants secure the insertion, under 
the racraporaudmn of their p'llicies, of the words, “ Average 
on each package separately or on the whole.” While the 
advantage of being able to reckon damage on each package 
separately is very evident, it is not so clear ihat its com¬ 
putation upon Ae whole shipment may be of advantage. 
Let us take a sBipracnt*of 5 ca.scs of goods, each of the 
value of ;fioo = ;£'500 total, and suppose that one case 
suffered damage to the extent of £10, another of ;^8, 
another of /'s, another of £2, and the remaining one of 
£ I. If taken separately, claims for the first three will be 
admitted, but claims for the last two will be less than 
3 per cent., and not, therefore, admitt' d. Taken “ on the 
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whole,” the claim will be for £26 on a total value of 
and so attains the franchise. 

After the last word of the memorandum, “stranded, 
the words “sunk or burnt,” and sometimes alsft “ot in 
collision,” are added. The happening of any one of these 
events destroys the protection afforded by the memorandum 
to the underwriter, making him liable for smaller claims; 
but in this connection a mere “grounding" in the Suez 
al is not held to be a stranding. To establish a claim 
^r the franchise in amount, upon the evidence of a 
funding in the Suez Canal, proof is needed thdt the 
dfenage was due to the grounding. 

Stranding docs not mean that the ship touches the 
Strand or a sandbank in passing over it; the obstacle to 
her progress must be so great as not merely to retard it, 
tfeut actually to bring the vessel to a stop for a conceivable 
space of time. 



CHAPTER VI. 


FLOATING POLICIES. 

As this chapter is addressed to the student or the 
shipping clerk, and deals with a somewhat complicated 
form of policy in very general use, an example is taken 
ant! illustrated throughout. 

A firm of mcrJiants in London required to insure their, 
frequent shipment of goods to Sydney and Melbourne, 
and to obviate tiic necessity of a fresh contract and policy 
with each shipment, have arranged for a policy coveririg, 
the whole of the shipments over a period of twelve months.,, 
A reduced facsimile of the policy is here shown. 

" London to Sydney and Melbourne” signifies the ports 
of departure and destination, but the risk is expressly 
stated to include “ risk from warehouse in the United 
Kingdom, and until delivered into consignees’ warehouses.”' 
Ordinarily, the duration of risk on cargo is from the time' 
of loading it on« board the ship until it has'been safely 
landed, and although this is extended in the present policy,. 
the old words need not be struck out, as explained i«.'; 
Chapter IV. 

The merchants. Messrs. Card & Co., do not know 
which ships they will need to send goods, and cannot statit* 
4hera on ^ts policy, but they have agreed that only steatn-^ 
ahips and not sailing ships will be .endorsed on tWs 
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and the words steamer and/or steamers is sufficient. And/or 
is of common use, and may be read cither as “ and ” or 
as “ or,” preventing the possibility of a quibble as to the 
exact meaning of cither one or the other. ' 

“Warranted to sail on or before December 31, 1907.” 
This is a warranty by the assured that no interest shall 
attach to this policy in re.spcct of any goods shipped by a 
steamer which docs not sail before January 1st, 1908. Time 
policies may not be for a period of more than twelve 
months; but this is not a time policy, being merely a 
succession of voyages, and the limit of duration is not 
inserted to comply with the law, but for the convenience 
of underwriters. 

The value of each shipment cannot be given, hence 
the words £80,000 on goods and/or merchandises in 
zinc, tin, or f.p.a, or as may be hereafter declared and 
valued. 

Zinc and tin refer to the method adopted in packing 
goods, and it is well known that where packing-cases have 
a lining of tin or zinc sheets soldered together, and thus 
made waterproof, the risk of damage by sea-water is re¬ 
duced to a minimum, and the rates of premium are 
Correspondingly low. ,, .j.; 

F.P.A. (free of particular average) is a warranty l^t 
the assured will not hold the underwriters liable for a 
partial accidental loss or damage. It is not always 
practicable to pack goods in zinc or tin-lined cases. 
Carpets and many classes of cotton and other goods are 
usually packed in bales, and, consequently, more liable tO , 
suffer damage from sea-water. They may be insured^ 
again^^all risks, but the premium will be higher. In the 
fixing of a minimum rate, all classes of goods packed ictl 
zinc or tin are herein to be covered against all risks, bttt/ 
other goods, packed differently, are not covered agamst 
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the risk of partial accidental loss or damage—in other 
words, they arc free of particular average (f.p.a.). 

“ Hereinafter declared and valued,” As soon as a ship¬ 
ment has been completed, notice thereof will be sent to 
the broker, who generally has possession of the policy, and 
he will endorse upon it the particulars and value of each 
shipment, as will be seen from a reference to the endorse¬ 
ments under the he,.ding nf “ Dccl.'iralions.” 

Messrs. C;-.d & Co. decided to insure all goods for 
20 pef cent, over and above the invoiced cost, covering 
all possible expenses of carriage, freight, shipping expenses, 
insurance, and so-ic loss of profit When the value has 
been declared, the amount to be claimed, in the event of 
loss, is e.asily seen, but theie may be a loss before 
dcclamtion, and ' -r this provision is made in the words 
beginning with “ i;i the event of loss before declaration.” 
Goods sent to tb> docks for shipment by a given vessel 
some days before her date of sailing ra.ay be “shut out,” 
by rca.son of Ici being already full; and, on the other 
hand, they may i o .-.ent down on the last day and be 
shipped. Un*-!! ii can be ascertained that they arc really 
placed on bo..ru, it would be folly to send particulars of 
the shipment to the brokers, and as the ship has frequently 
sailed before the information can be definitely given, 
goods arc often at risk on thp boat, and may even suffer 
loss or damage before they can be declared upon the 
policy. 

. “Warranted nevertheless free of capture,” etc. These 
words are printed in italics, and override the previous 
statement of perils insured against. The shippers hereby 
acknowledge that the underwriters have no liability in 
tsespcct of capture or seizure of their goods. To cover 
such a risk for so long a period as a year would entail ait 
increase of premium throughout, and^ Messrs. Card & Coy 
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will not pay the higher rate, preferring' to await the 
possibility of war, and then insuring specially against it. 

The rate of premium is fix'cd at si.x shillings and eight- 
pence per hundred pounds, for goods packed in zhe or tin 
against all risks, or for goods otherwise packed f.p.a., 
provided such goods arc shipped by P O or Orient 
steamers. 

“Including risk of pilferage.” Ibis is not one of the 
risk.s or perils insured against in the body o! the policy, 
and has been inserted to in.akc the security given to the 
shipper more complete. 

"In case of damage it is rccoinnicnJed that notice bo 
given to the nearest Lloyds’ agent.” 1 hi.s docs not con- 
.stitute an order, but is merely a rc'iucat, and it should be 
acted upon. The utmost good faith must be C)bscrvcd in 
all matters relating to marine insurance, and the assured 
should act as though the word “ utmost ” were printed in 
large capital letters. 

The consideration, or rate of premium, on goods packed 
otherwise than as already mentioned, or forwarded by 
steamers belonging to other companies, arc then stated. 

On the .second page of the policy (because there i.s no 
room at the foot of the fir.st page) the signatu.’-es of the 
underwriters arc given, or their names and the signature 
of the person authorized to act for them. For the greater 
convenience, of underwriters', they frequently form them- 
.selvcs into groups, circles, or syndicates,' deputing to one 
person authority to sign oil bchaff of each member thereof ; 
and there has been a tendency at I.loyd.s' in the direction 
of multiplying not only the number of syndicates, but also 
the number of underwriters forming a syndicate. This 
arrangement, however, must be regarded solely as effecting 
a more economical method of conducting business and the 
liability of each undciwritcr is strictly limited to the 
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amount he subscribes, whether his name appears alone or 
in conjunction with others. The imprinting of the names 
on the policy is generally performed by means of a rubber 
stamp, arcl the signature appended is usually that of one 
of the underwriters, but any other duly authorized person 
may .sign the policy on behalf of cither a single underwriter 
or a syndicate. 

Tlic total amount .lUbseiibed is TSo.uou, and the first 
name is responsible for ,{• luoo, or one-eightieth pari of this 
sum. In the event ol an admiUi.d claim of i 1600, he would 
pay one-eightieth, viz. /,'jo, this being the full extent of his 
liabdity in resiicct of a claim fin- that amount; and as the 
largc.st individual sliipmcnt is under Ij,i200, a total loss 
cannot affect him to a greater extent than ,(.'40. 

The third page of the policy eontain.s the "Declarations,” 
or the shipments and values declared, as attached thereto. 
The fir.st coluiii'i '.ont-iins the date' of sailing, the second 
the name of the ship, the third the number and description 
of pack,ages aiio the risks to be covered, the fourth the 
sum .assured, and tin fifth the rate of premium. The 
ship]);r should, it .reejuent intervals, check this list of 
declarations with hi-, books, to protect himself against the 
possibility of the broker having omitted any shipment; 
not that the undci .niters or company make it a practice 
of refusing to entertain a glaim arising out of loss on a 
shipment not declared in due time, but as a proof of his 
legal right to clahu for such loss. 

Companies and* underwriters often admit a claim where 
a declaration has been unwittingly omitted, and the fact of 
the omission only discovered after a loss. Tlii.s, however, 
must not be interpreted as an acknowledgment of their 
legal liability, but as a proof of th.at “utmost good faith ” 
wiiich lies at the root of all m.arinc insurance. The law 
requires the utmost good faith, and where the assured 
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can show that he has acted throughout in the spirit of this 
law, the insurers will strctcli its meaning beyond the limit 
set by any law, and pay a claim which by an oversight the 
assured cannot legally demand. Immediately any^omission 
of, or mistake in, a declaration becomes known to the 
assured, he should notify his broker, that it may be 
corrected ; and even if a ship have duly arrived at its 
destination when it is discovered that the cargo was not 
declared upon tlic policy, it must be declared, as otherwise 
the premium would not be paid. The broker will secure 
the initials of some of tlic underwriters to every alteration 
in the “ declarations.” 

Various alterations have been made in tlie declarations 
on the sample policy illustrated, and these have been 
initialed by the underwriters. 

TvVinimSion. 

Messrs. Card &: Co. estimated that the total value of 
their shipments to Melbourne and Sydney, during the year 
J907, would be about ,-i’yo,ooo, and therefore caused the 
policy to be issued for tliat amount. After December 31st 
no further shipments can attach to tlie policy, and it may 
be that their total value has fallen short of the sum assured. 
Messrs. Card & Co. will in tliat ease receive back from the 
underwriters the difference between the premiums on the 
actual shipments and the amount paid by them when 
the policy was issued; and this return ’Is called a return 
for “ Short interest.” 

The policy may, however, terminate before December 
31st if the declarations reach ;Ci^o,ocx3. In the example 
showm, this has been the ease, and on November loth it is 
found that the value of the .shipment of that date cannot ■ 
be wholly declared upon the policy. Such portion of the 
value as will bring the total to .C8o,ooo is made to attach 
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thereto, and the balance will form the first declaration on a 
now policy. 

The fourth pa^'c of the policy is (i; a general endorse¬ 
ment in the form of a short precis, and showing the 
amount payable by the assured lor premium and stamp 
duty; and (e) the seUkment on account of additional 
prenuums, * 

(1) The sum of ^’270 13^. \d. was paid by Mcs.srs. Card 
and Co. to the broker before the <Sth h'ebruary, and it was the 
duty of the broker tf) recoup himself for the stamp duty he 
had {Mid, and to distribute the amount of premium (less 
his brokerage or commission) among the underwriters in 
proportion to the amounts they have .subscribed. 

(2) Tire premium paid by Messrs. Card & Co. was upon 
jCSOjChio at the rate of 6.1. per cent., but some portions of 
the shipments have been of a nature demanding an extra 
rate, as agreed, and the statement of .settlements sets forth 
the further amounl due from the a.ssuicd. This sum must 
now be paid, an.l lire broker will distribute it in the same 
manner as the c lirdual premium, the underwriters assent¬ 
ing to the settlement by initialing the statement. 



CHAPTER VII. 

WARRANTIES AND RETKESENTATIONS. 

A WARRANTY is an undertaking by the assured that 
some condition shall be fulfilled, or that a certain thing 
shall be or shall not be done, or “ whereby he affirms or 
negatives the existence of a particular state of facts.” {a) 

Warranties may be express or implied; that is, they 
may be expressed in the terms of the policy, or, by usage 
or custom of trade, implied, needing no expression. 

The implied ivarranties are (i) seaworthiness, (2) non¬ 
deviation, (3) legality. 

Seaworthiness. —In a voyage policy there is an implied 
warranty that, at the commencement of the voyage, the 
ship shall be seaworthy for the purpose of the •particular 
adventure insured; and where the voyage is to be per¬ 
formed in different stages, she shall be seaworthy at the 
commencenaent of each stage. She must be reasonably 
fit in all respects to encounter the ordinary perils of the 
contemplated voyage. If a steamer, slfe must not leave 
port without a reasonable supply of coal to last her until 
the next coaling port. She must be fully manned and 
properly equipped for the voyage. She may, of course, 
become unseaworthy during the voyage, but may not be 

(a) 6 E'lw. 7. ch, 41, sect, 33. 
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sent to sea in*an unseaworthy state. The one exception 
to this rule is in the case of “time” policies on ships, to 
which the implied warranty of seeworthincsss doe.s not 
apply. . 

There is, here, no hardship to the shipowner, but the 
extension of this warranty to car^o-owners (to whom it 
applies equally with the shipowner) constitutes a very 
great hardship. The shipowner may be presumed to know 
the condition of lus ship and should be held responsible 
for her proper equipment, but the cargo-owner has neither 
knowledge nor responsibility in this respect, and it is 
unreasonable that he should be deprived of the benefit 
of insurance. Naturally, he desires a fuller protection, 
and, as naturally, the underwriters agree to afford it, by 
attaching a slip to the policy expressly admitting the sea¬ 
worthiness of the vessel or vessels. But without such a 
slip attached, the shipper is not insured by the ordinary 
policy, in the event of the ship, in which he has goods, 
proceeding to sea in aj unseaworthy slate. (/>) 

/A’lwA'fW.—'"hiere a ship, without lawful excuse, deviates 
from the voyage contemplated by the policy, the insurer 
is discharged from all liability as from the time of the 
deviation, and it is immaterial that the ship may have 
regained the route before any loss occurs. The ship must 
follow the course designated by the policy, or, if not 
specifically designated by fhe policy, the usual and 
customary course. If the ports of call are’named, she 
must take them in the order named, or, if not named, in 
the order customary to the voyage, and the taking them 
in any other order is a deviation ; but she need not call 
at any or all of them. If permission be given in the 
policy to call at ports of discharge within a specified area, 

V)- Seaworthines? refers to the slate of the ship, and not to the slate fif Ihc 
cargo. 


I 
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the ship must, in the absence of any usage, proceed to them 
or any of them in their geographical order. Furthermore, 
the voyage must be prosecuted with reasonable dispatch. 

Example.— A ship sails from London to Bombay, via the Suez 
Canal, with permission to call at the poits customary on her voyage. 
Leaving Marseilles, she crosses to Tunis to embark goods for Aden. 
Tunis not being one of her customary ports of call, there was a 
deviation after leaving Marseilles, and the policy became void. After 
her arrival at .'tden, she is lost in the Arabian sea, having long since 
re-entered upon her proper course, but there can be no valid claim 
on the underwriters, as the policy h id been avoided in cros‘ ing to 
Tunis. And, notwithst.anding the liberty to call at any specified 
ports, her touching them must be for the purpose of the particular 
voyage, and not for the purpose of securing information in respect of 
other contemplated voyages. 

Change of Vofage .—Where the destination is specified 
in the policy, and the ship, after the commencement of the 
risk, sails for another destination, no risk attaches to the 
policy from the time when the determination to change 
the voyage became manifest. 

Different Voyage. —Where, before the commencement 
of the voyage, the destination is altered, no risk attaches 
to the policy at any time. 

A loss occurring when once the ship has left her proper 
course, even though she may have regained that course, 
is not covered by the policy.; but the policy ceases to be 
effective only from the time of actual devfiation. 

Where the determination to alter the destination is made 
before the commencement of the voyage, the policy was 
never in force, the voyage being a different one; where the 
determination was made after the voyage had been started, 
thus constituting a change of voyage, the risk ceased when 
the change became manifested. 

■ JUitifialle Circumstances may ^^rise 
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render delay*or deviation justifiable, and these are tabu¬ 
lated by the Marine Insurance Act, 1906, as follows:— 

{a) Where authorized by any special terms in the 
. policy; 

( 6 ) Where caused by circumstances beyond the control 
of the master and his employer ; 

(r) Where reasonably necessary in order to comply with 
an express or implied warranty; 

(li) Where reasonably necessary for the safety of the 
ship or subject-matter insured; 

{() For the purpose of saving human life, or aiding a 
ship in distress where human life may be in 
danger; 

(/) Where reasonably necessary for the purpose of 
obtaining medical or surgical aid for any person 
on board the ship ; or, 

(£) Where caused by the barratrous conduct of the 
master or crew, if barratry be one of the perils 
insured against. • 

When the causes which excuse deviation or delay cease 
to be operative, the ship must resume her course with 
reasonable dispatch. 

The ynp'ied warranty of deviation applies alike to ship 
and cargo, and this, again, may seem to press hardly upon 
the shipper, who has no sc^t of control over the captain or 
shipowner. Underwriters art, however, prepared to afford 
protection to the cargo-owner, but requfre an extra 
premium if the •deviation exposes the goods to a greater 
risk than contemplated in the policy. It is a common 
practice to affix a slip to thd policy, whereupon it is 
declared that “in the event of deviation and/or change of 
voyage, the assured to be held covered at a p?Emium to be - 
arranged, provided notice of such deviation be given as. 
soon as it is known." Without .such a slip, a policy on 
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goods becomes void when the ship deviates from her 
course or changes her voyage. 

Legality .—In common with all other contracts, a 
policy of marine insurance is void if the adventurers not 
a lawful one, or, so far as the assured can control the 
matter, is not carried out in a lawful manner. 

A policy of insurance effected for the purpose of insuring 
an alien enemy is void, because illegal. An alien may 
enter into a contract with British underwriters whilst his 
country is at peace with Great Britain, but upon the out¬ 
break of hostilities, and during their continuance, it w6uld 
be unlawful to pay any loss. Carrying contraband of 
war in a British ship is not illegal trading, if Great Britain 
be neutral. 

Express warranties are those which find expression 
in a policy, and may be of any nature whatsoever. 

“ Warranted to sail on or before ” a given date, or 
"Warranted free of particular average,” or “Warranted 
free of capture and seizure,” or the warranty as stated in 
the memorandum at the foot of the policy ; these arc 
warranties frequently met with in marine insurance. Every 
warranty must be strictly and literally fulfilled, or the 
contract may be avoided. 

Representatiors, Etc. 

«* 

“A contract of marine insurance is a‘ contract based 
upon the utmost faith, and, if the ijtmost good faith bo not 
observed by either party, the contract may be avoided by 
the other party." (c) 

The assured must disclose to the insurer, before the 
contract is concluded, every material circumstance which 
is known to him, and which would influence the judgment, 

(<■) 6 Ed^. 7. ch. 41, sect. 17. 
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of a prudent*undenvriter in fixing the rate of premium, or 
determining whether he will take the risk. What circum¬ 
stances arc material is a question of fact; but the law 
requires that there shall be no concealment of anything, 
the disclosure of which is necessary to comply with the 
condition of the utmost good faith. An underwriter is, of 
course, presumed to know matters of common knowledge, 
and those which, in the ordinary course of his business, he 
ought to know; and the disclosure of such matters, or of 
any circumstances which diminishes a risk, is not necessary, 
thdUgh even the latter arc better disclosed. And the 
assured is presumed to know every circumstance which, 
in the ordinary course of business, ought to be known 
by him; so that ignorance on points upon which the 
assured ought ordinarily to be informed is no excuse 
for non-disclosure to the insurer. Virtually, there is 
a mutual obligation to hide nothing material from the 
other party, which he should know for the purpose of the 
insurance. 

Concealment of material facts, or misrepresentation by 
a broker or agent of the assured, leaves the underwriter 
with an option to avoid the policy. 

Every representation made during the negotiation for a 
contract of insurance must be true ; but a representation 
may be cither as to a matter of fact, or as to a matter of 
belief or expectation. If as to a matter of fact, it must be 
substantially correct; and if as to a matter of belief or 
expectation, iUmust be made in good faith ; otherwise the 
insurer may avoid the contract. The material nature of a 
representation, like that of disclosure or concealment, may 
be tested by its liability to influence the judgment of a 
prudent insurer in fixing the premium, w determining 
whether he will take the risk. It will be seen that there is 
this difference between a warranty and a representation, 
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that whereas a warranty must be literally fulfilled, a repre¬ 
sentation is true if substantially correct—if the difference 
between what is represented and what is actually correct 
would not be considered material by a prudent ipsurer. 
Where a representation has been made by the assured, and 
afterwards discovered by him to be incorrect, he may, 
before the conclusion of the contract, withdraw or correct it. 

Return of Premium .—In all cases of material misrepre¬ 
sentation or concealment the injured party may avoid the 
contract; the contract is not necessarily void, but voidable 
at the option of the injured party. Where the misrepre¬ 
sentation by the assured, although material, was not wilful, 
the underwriters will, if they elect to avoid the policy, 
return the premium to the assured. 

A gross misstatement of the value of the goods insured, 
or an e.xorbitant valuation put upon them is evidence of 
fraud and will avoid the policy. 



CHAPTER VIII. 

DURATION OF RISK—DOUItl.F, INSURANCE —COLLISIONS' 
—SALVAGE. 

Time Policies on Ships .—These should state the period 
of time for which the ship is insured, in calendar months, and 
the time of day governing the commencement and termina¬ 
tion Greenwich meantime. As diurnal time varies with the 
longitude, some fixed method of computing the period 
covered must he adopted. 

Shipowners insuring their ships from January ist, 1907, 
to January ist, xoo8, naturally desire that the expiration of 
the insurance shall be, either on January ist, 1908, or as soon 
after that date as she arrives back in port; and they are 
willing to pay for any extension involved at a proportionate 
rate. If,'on January ist, 1908, a ship, whose insurance expires 
on that date, be at sea, or in distress, or no news have been 
received of her for some tfmc, a fresh contract for the year 
1908 may only be obtainable at a much greater rate of 
premium. Botl^ insurers and assured are agreed that there 
should be a continuance of the risk at the same rate until' 
the ship has completed the voyage. The “continuation 
clause ” was designed to afford this protection, and 
reads, “ Should the vessel at the expiration of this 
policy bo at sea, or in distress, or at a port of refuge 
or of call, she shall, provided previous notice be given 
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to the underwriters, be held covered at a pro rata 
monthly premium to her port of destination." The 
continuation clau.se was to be arranged for when the 
policy was taken out, and not at its expiration. , It was 
really an agreement to continue the risk under the circum¬ 
stances referred to. But the Stamp Act, 1891 (5.1 and 
55 Viet. ch. 39), sect. 93, enacts that “No policy of sea 
insurance made for time shall be made for any time exceed¬ 
ing twelve months,” and the insertion of a continuation 
clause was an undertaking to violate that section. The 
object of the section in question was to secure a ‘fresh 
stamp duty every year, and this end might be attained 
without such an undue interference with the business of 
marine insurance as was contained in its wording. The 
Finance Act, 1901 (i Edw. 7. ch. 7), sect. 11, permits such 
an extension of time ; providing that for such a continua¬ 
tion clause a .stamp duty of sixpence (for any amount) be 
charged in addition to the ordinary stamp duty; that as 
soon as the risk is covered by that clause it shall be deemed 
a separate contract not covered by the stamp thereon, but 
requiring to be stamped again according to the Stamp Act 
within thirty days after the risk has attached ; and per¬ 
mitting the insurance to continue until the completion of 
the voyage, and for a reasonable time thereafter, not 
exceeding thirty days. Finally^, the Marine Insurance Act, 
1906 (6 Edw. 7. ch. 41), sect. 25, sub-sect. 2, recites that, 
“ Subject to the provisions of section eleven of the Finance 
Act, 1901, a time policy which, is made for any time 
exceeding twelve months is invalid.” This legalizes the 
design of insurers to afford protection for a period of twelve 
months, or until such time as a ship (being away at the 
expiry) shaH reach her home port. 

Voyage Policies on Skip .—In an ordinary Lloyds’ policy 
risk commences, (1) if “ from ” a certain port, as soon as the 
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vessel starts upon her voyage, including her passage from 
her moorings through that port; (2) if “ at and from a 
certain port, as soon as she shall arrive in good safety at 
that port; o’'' already there and in good safety, 

immediately the contract is concluded. The risk continues 
until she has arrived at her port of destination, and been 
moored at Anchor twenty-four hours in good safety. This 
time may, by agreement, be extended to thirty days after 
arrival, thirty days being the limit allowed in this direction 
in a “voyage” policy. It has been observed that any 
words* written in the policy will override other printed 
words with which they may be in conhict, but if “thirty 
days” be inserted “twenty-four hours” must be struck out; 
the terms arc not in conflict, but consecutive, and imply a 
continuance for thirty days and twenty-four hour.s, or thirty- 
one days, which is outside the scope of a voyage policy. 

The insurance of a ship for a voyage and thirty days 
after arrival may lead to a “double insurance,” or an 
** overlapping ” of two policies on the same interest. 

Example. —A .'..lip is insured from London to Newcastle (N.S.VV.) 
and for thirty d.iys after her arrival there. Arrived at Newcastle, she 
discliargcs he: cargo, and finding an oiiportunity of earning freight by 
conveying? cc.'go of coal to San Francisco, her captain cables to hts 
London owner adi idng him of the contemplated voyage. The oivner 
will, at once, insure the vessel “ at and from” Ncwc.istle (N.S.W.) to 
San Francisco, and for thirty (Tauf after arrival there. He insures 
“at and from” Ne\»castlc because lus ship may not leave that port 
until thirty days after she reached it, .and his first policy will have 
expired. From tlic*moment the new contract of insurance being 
completed until the expiry of tlie old policy, there is a double 
insurance on the ship. 

Whether double insurance be accidental*, as in the 
wcample just given, or intentional with the object of 
securing a far greater sum than an “indemnity,” the 
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assured cannot legally claim more than* the indemnity 
allowed by the Marine Insurance Act. He may claim 
payment from which set of underwriters he elects, but not 
from both, and the whole of the underwriters will settle 
the matter among themselves. To obviate such “over¬ 
lapping” the insurers generally insert, in policies covering 
risks such as described, “Interest not to atthch to this 
policy until the expiry of previous policies.” 

Voyage Policies on Goods {Cargo ).—In the absence of 
any express stipulation to the contrary, the risk commences 
at the moment the goods are placed on board the vessel, 
and continues until they are safely landed at the port of 
destination. A double insurance of goods may be effected 
by both sender and consignee unwittingly insuring the 
same cargo, and only one loss can be paid. If it be 
discovered before the risk expires, one of them may secure 
the return of his premium, but if the risk have been 
completed it will be divided between both sets of 
underwriters. 

Collisions ,—It will be observed that no mention is made 
of collisions or running-down in the ordinary Lloyds’ 
policy, but protection is generally afforded on policies on 
ships by the insertion of some form of running-down-clause 
(R.D.C.), Generally speaking, the underwriters' will not 
make themselves liable for any but losses of property 
(not life), by reason of colliaoh with another vessel; and, 
even then, will not fully cover the shifjowner, but leave 
him to bear about one-quarter of,the loss, 

Collisions may be due to the fault of only one of the 
vessels colliding, or may be due partly to the fault of both, 
or may be the result of "force majeuref and neither ship 
may be to-blame. ’, 

■Where one only is at fault, or to blame, her owner mutrt 
recompense the owner of the injured vessel for the losf 
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or datnagc, subject to the limitations of the Merchant 
Shipping Act, («) as referred to in the chapter on 
Affreightment. 

Where ^oth are to blame, the English practice is to 
add together the value of the damages sustained by the 
two vessels, each bcing»required to pay one-half that sum, 
and then to jiay out of the fund thus created, the value of 
the separate damage to each. But the practice of various 
countries differs considerably. 

Where both vessels belong to the same owner, he 
cannot be said to be liable to himself, and, since he cannot 
subrogate to the underwriters his right of action against 
himself, he would be practically uninsured. This difficulty 
is overcome by the insertion in the policy of a “ Sister-ship 
Clause," which extends protection to the owner of a ship 
sustaining damages from another of his ships. 

Where neither vessel as at fault, each owner must bear 
his own loss, and has no claim upon the other. 

It has been seen that, by,the Sue and Labour Clause 
of the policy, the underwriters agree to reimburse the 
assured, his agent, factor, or assigns, for expenses incurred 
in protecting or saving his own goods j but no expenses 
are allowed under this clause to persons saving the property 
of others. 'This latter comes under the term " Salvage,” 
and any salvor has a right to demand payment for his 
services. 


(ii) 57 & 58 Viet. Ch. 60. 



CHAPTER IX. 

TOTAL LOSSES, 

Total losses resulting from the jettison of goods, or 
other form of sacrifice, have been discussed in the chapter 
on General Average; and the present chapter will treat ■ 
of total losses arising out of the various perils insured 
against. They fall into two classes: Actual and Con-' 
structive. 

Actual Total Losses occur where the subject-matter, 
ship, cargo, or freight, passes out of existence ; and may be 
capable of proof, or be presumed. The shipping intelligence, 
in our daily papers, records many cases of actual total 
loss which have been witnessed by men afloat and ashore, 
as in the case of the Great Eastern Railway Company’s 
steamer Berlin, wrecked in 1907 at the Hook "of Holland. 
Abundant proof is afforded of the actual ending of many 
vessels, but in some instan?cs of total loss there can be' 
no proof, every witness of the calamity having become a 
victim to it. Misfortune to a,ship is presumed when she , 
has occupied a much longer period than customary on a 
certain voyage, and any person having an interest in such 
an adventure will find the rate of premium rising dallj^ 
Lloyds’-aommittec will, in course of time, cause the name 
of the vessel to be posted as “ Overdue,” and, after a further 
period, if no news of her reach London, the committee 
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will post her aS “Missing.” The entry of her name 
upon the “ Missing ” list is presumptive evidence of her 
total loss ; and is, for all purposes of insurance, as definite 
and conclusive as any actual evidence. It may happen 
that a scries of misfortunes has prevented the ship from 
reaching a port, or communicating with other vessels, 
and has so long retarded her progress that her continued 
silence has caused what may be described as a premature 
entry of her name on the list. Upon the posting of the 
ship as “ Missing,” all claims arc paid, and if, after their 
settlement, she arrives in port, or news of her safety 
reaches Lloyds’, news of such good fortune is heralded 
by the striking of the “ Lutinc ” bell in Lloyds’ under¬ 
writing room. When the underwriters paid a total loss, 
the assured assigned to them all rights and interest in 
the .subject-matter of the insurance, in accordance with 
what is known as th j law of “ subrogation ; ” all property 
in respect of which such claims have been paid becomes, 
therefore, the property of the underwriters. This doctrine 
of subrogation e :tends to “choscs in action” as well as 
“ choses in possession ” ; to rights of action in respect of 
property lost as well as rights of possession of property 
saved. Ajcoi.iparatively recent illustration of the applica¬ 
tion of this doctrine to “ choscs in action ” was afforded 
"by the case of the steamer AJbuera. She was lost off the 
coast of South Aqjerica, after‘coming into collision with 
the sailing vessel White Star, and the underw’rlters paid 
a total loss to the owners bt the Albuera. Upon investi¬ 
gation, it was found that the blame for the collision rested 
entirely with the White Star, and the Albtura's under¬ 
writers took proceeding against the owners of the White 
. Star to recover the loss they had sustained. lUo blame 
, wa% admitted, but it was claimed that the liability of a 
shipowner was limited by statute (Merchant Shipping Act, 
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1894, 57 & 58 Viet. Ch. 60), to ;^8 per'ton of his ships 
register tonnage, a sum very far short of the value of the 
Albucra. The result was that the owners or underwriters 
of the White Star paid to the underwriters of the Albnera 
a sum equal to per ton of the White Stars tonnage. 
It will be seen that, by the doetrine of subrogation, the 
undervvriters stand in the same legal relationship to the 
subject-matter as did the owners thereof. • 

Constructive total loss differs from actual total loss in that 
the subject-matter is still in existence, but in such a 
position, or under such circumstances, that the 'cost of 
reclaiming would be greater than its value when reclaimed. 
No sane man will expend upon the acquisition of any 
article, a sum greater than its value, and when goods or 
ship arc so placed as to be irrecoverable excepting at a 
greater cost than their worth, the proper and common- 
sense construction to be placed upon the loss is a total 
loss—a constructive total loss. 

If the whole of the expenses incurred in the recovery 
and repair of a ship exceeds her value as a ship when 
repaired, she is a constructive total loss; and the value 
of the ship upon which the calculation is based, is not her 
insured value, but her value after repairs have been effected. 
But, as soon as the repaired value has served the purpose 
of determining a total loss, then, and for the purpose of a 
claim upon the underwriters, her insured value is taken^ 
into accouirt. 

One more element has to bo reckoned with. The ship 
may have cargo on board, the freight of which is to be paid 
at destination, and that destination may not be far distant 
from her position. Provided she can deliver the cai^ 
even thotfjh it be in a damaged condition, the freight wilj.;;, 
become payable. 

Wefnay,.therefore, s,tate the case thus:—If the costoS; 



TOTAL LOSSES 


127 


repairs are gredter than the repaired value of the vessel 
plus the freight earned, there is a constructive total loss. 

EXAMPI^1^.— 

Insured value of ship.^10,006 

Total cost of siving ami repliriiif; ship . . £8,000 * 

Frciglit earned in consci[uenee . . £ 500 

Value of ship, as repaired . , . 7,0 lo 

7^0 

A tbtal constructive loss is proved, and the expense 
involved was unwarranted, it having cost £'8000 to save 
only £7500. 

The claim, now being established, will be for the full 
insured value, namely £10,000. 

Many policies have a special clause, providing that the • 
"insured value shall be taken as the repaired value of the 
vessel in ascertaining whether there is a constructive total • 
loss under the policy.” 

Reference hi.s been made to the owner (insurer) giving 
“ notice of abandonment ” to the underwriters. This notice 
must be unconditional in its terms, and the word “abandon” 
should occur in it. The absence of any reply from the 
underwriters is evidence that they do not accept the 
abandonment. Notice of abandonment, and an action to 
recover the amount insured are two very different things; 
and, in determining whether or not there was a constructive 
total loss, the actual position on the day of commencing 
an action, and not of the date of notice of abandonment, 
will be taken into account. A sh^ may become so placed 
•that it is impossible for man to restore her, but some extra- . 
ordinaty action of nature may effect what was^^possiblc 
" man; and the vessel which was, to all intents and 
^rposes, a total loss a month ago, may to-day hay^ 
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become only a partial loss. If an action rfc law had com¬ 
menced, by the issue of a writ, before this change of 
position, the assured could legally claim a total loss, bat 
not otherwise. 


Constnictive total loss on cargo. 

Goods arc an actual total loss either when they cease to 
exist, or when they cease to exist “ in specie," or ‘‘change 
their specie." A stained glass window may be so broken 
as to have no piece left whole, but every particle of glass is 
present. It has ceased to exist in, or has changed its 
specie; it was a stained glass window and is now frag¬ 
ments of broken glass : it is an actual total loss. Tobacco 
may become so damaged by sea water, that by no process 
can it be restored to such a condition as to be saleable as 
tobacco. It is an actual total loss, as it has ceased to exist 
as, or has changed its, specie. 

Without any change of specie, however, goods may 
become a constructive total loss. They may be put ashore 
in safety-, upon the stranding of a vessel, but be beyond 
recovery, because unattainable; or they may be damaged 
and placed ashore, in such condition and position, that the 
cost of re-conditioning them and forwarding them on to 
their destination, would be greater than their market value 
at that place ; or they may arrive at their port of destina¬ 
tion so damaged, as not to be beyond restoration to their 
proper specie, but the cost of restoration be greater than 
their restored value. These are a'l instarutes of constructive 
total loss of cargo. 


Total Loss of Freight. 

Where-frtight is paid in advance, the shipper generally 
adds the amount to the value of his goods, and the freight 
is not separately insured. Where it is to be paid at 
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destination, ncf portion of it can be demanded excepting 
upon production of the goods, and any loss of cargo entails 
also loss of the freight which would have been earned had 
that cargo been delivered. A loss of freight may also arise 
from the failure of a ship to reach a port in time to load 
certain cargo, but most freight policies have an exception 
clause under which the underwriters will not be liable to 
loss of freight by detention, 

Claims. 

WBere the insurance has been effected at Lloyds’, pay¬ 
ment to the assured will be made through the broker, who 
usually charges his client with a commission of one per 
cent, for this service. Claims for total loss must be accom¬ 
panied by the bills of lading, policy of insurance, captain’s 
protest, and abandonment with subrogation or assignment 
of all interest to the underwriter. 



CHAPTER X. 


PARTICULAR AVERAGE LOSSES. 

Having discussed losses, partial and total, arising out of 
a sacrifice (General Average), and total losses resulting 
from perils insured against, we have now to refer to that 
most numerous class of losses, particular average. 

A particular average less is a partial loss of the thing 
insured, caused by a peril insured against, and which is not 
a general average. 

Particular Average Loss of Ship .—Where a ship has 
been damaged, but not totally lost, and has been subse¬ 
quently repaired, the assured may claim the cost of repairs, 
less certain customary deductions for “ new for old ” 
material. It is held that new material has been supplied 
in the place of the old and partly worn-out material which , 
had been destroyed, and that an allowance must be made 
therefor, otherwise the contract would not be one of in¬ 
demnity. If the repair necessitates much labour and little 
material, this deduction of new for old should be small, and 
when the cost of repair is almost wholly a matter of labour, 
as in the case of anchors, no deduction 'should be made. 
The rule is to pay for repairs to anchors in full, and tq, 
deduct one-sixth from the total cost of repairs to chain 
cables, and one-third from the total cost of all other 
repairs. This rule, however, does not apply to a shijp on) 
its first voyage. Without altering this old rule, as a ruffe,, 
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a clause is frequently inserted in policies on ships which 
overrides it; a deduction of so much as a third being con¬ 
sidered excessive, and in some cases no deduction whatever 
being n;adc. The proceeds of the sale of the old material 
at the port of repair will, naturally, be a deduction- from 
the claim upon the underwriters. No single claim on 
account of particular average may exceed the total sum 
assured, but a ship may, during the currency of a policy, 
meet with a series of accidents, and the total repairs may 
amount to more than the total sum insured. (In this con- 
nectifin there is a distinct difference between marine and 
fire insurance.) The measure of indemnity being the reason¬ 
able cost of repair, if the damaged ship be sold iristead of 
being repaired, the assured can claim for depreciation in 
the value of the vessel arising from the unrepaired damage, 
^iroviding it be not in excess of the reasonable cost of 
repairing the damage. 

Particular Average Loss on Goods {Cargo). 

■ Where different species of goods are insured under a 
single valuation, in one policy, the total loss of any 
particular species of goods is regarded as a total loss, 
and not as a partial loss. Thus, if a cargo of jute and 
rice belong to the same owner, and is insured on the same 
policy, the loss of the whofe of the jute, or of the whole of 
' the rice, is deeme’d a total loss of a distinct species of goods, 
-whereas a loss qf part of the rice and jute is a particular 

average loss. , - * v 

'' ' The.measure of loss to the shipper of goods, or to 
consignee, as the case may be, is the difference between the 
gross sound value and the damaged value at»«he portjjf , 

' ^ival. If A. ships goods to Melbourne and they suffi^. 
‘ damage on the voyage, A.’s loss Is exactly ihe difference , 
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between the sound and damaged values. If the wholesale 
price (or gross value) of such goods in sound condition be 
;^I0C», but, by reason of damage, they fetch only £600 at 
a sale, A. has lost ;^400 as a consequence of the damage to 
his goods. Whether, or not, he can claim ;f400 from the 
underwriters will depend upon the sum for which he insured 
them. Had he insured them for £1000, and paid a premium 
upon that sum, his claim will be for exactly .^400; but if 
he insured them for £7^0 only, he can claim no more than 
£'iCX>. This matter must be made perfectly plain, and may 
be argued thus : A. possessed goods of the value of ;^iooo, 
but insured them for £7S'^ only, therefore a total loss would 
enable him to recover £7S^> he being a loser of £2^0, tor 
which he was uninsured ; in other words, he insured them 
with the underwriters for three-fourths, and took the risk 
of one-fourth upon himself Should the goods suffer 
damage to an extent of 40 per cent, of their value, the 
underwriters will pay a claim of 40 per cent, on the sum 
they insured {viz. £7^0), and the owner will bear the loss on 
the uninsured portion of the value (viz. ;C250). It is evident 
that if A. wished to be fully protected he should have 
insured for the full value, and paid a premium accordingly. 
Many merchants do not, and, apparently, cannot, see why 
they should suffer at all, so long as the claim they make is 
not greater than the total sunv assured. Perhaps another 
example will assist us, B.' shipped goods, and insured 
them for £1200. They were damaged on the voyage to 
such an extent that, although in sound condition they would 
have sold for ;((iooo, in their damaged state they only 
fetched £Coo. Here, again, his loss is ^'400, But it as 
a loss, by way of depreciation, of 40 per cent,, and, as the 
insured value was ;fi200 he will claim 40 per cent, op 
;^i200 == A80. («) 

{a) Should the loss be fjlhs, the assured could claim 
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The measure of the loss is the difference between the 
sound and the damaged values, and may be expressed as 
a depreciation of so much per cent, upon the sound value. 
The measure of the indemnity he may claim is the amount 
of that percentage of depreciation applied to the insured 
value. 

A. and B. each shipped goods, the arrived sound value 
of which was .^looo, and the damaged £6oo. The measure 
of the loss each was ^^'400, constituting a depreciation of 
40 per cent, on the sound value. They may claim, as the 
measure of indemnity, as follows, viz.:— 

A. —Depreciation of 40 per cent, on an Insurance of 
^750 = ;^300. 

B. —Depreciation of 40 per cent, on an insurance of 
^■1200 =;^48 o . 

To secure a perfect indemnity—an exact recompense for 
their loss—they should have insured the goods for their exact 
wholesale price at the port of arrival; but, since this is a 
fluctuating price, depending upon the supply and demand 
in the markc'; to which the goods are consigned, it is 
impossible to insure for their exact value, and such a thing 
as a perfect indemnity is unattainable. 

So far, we have leferred to damage to goods insured by 
a policy on which the insured value has been declared. 
Now we will turn to the consideration of particular 
average losses where the insuTcd value is undeclared, or on 
“ unvalued ” policies. Produce is often shipped to England, 
upon which a policy of* insurance is effected here. The 
ship will probably have started on her voyage before even 
the quantity or value of the produce is known in London. 
The policy will show the total amount which the insurance 
cannot exceed, but the value will be left 'b'^cn, to be 
declared as soon as definite advice reaches this country; 
and, in the event of a loss before suclf declaration, 
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''insurable value” will take the place of “insured value" 
in calculating the damage. The “insurable value 
of goods is their prime cost, plus expense of and inci¬ 
dental to shipping and the charges of insurance. A 
claim for damage will, therefore, be established, by ascer¬ 
taining the percentage of depreciation on the sound 
gross value, or wholesale price at the port of arrival, and 
apply that percentage to the “insurable” value of the 
goods. 

Underwriters will not be responsible for the rise or 
fall in market values of commodities in the markets 
to which they are consigned. The risk of fluctuations 
in such values is the concern of the merchant, who 
may be presumed to know his business, and insure' 
accordingly. 

Another form of particular average loss on goods, is the^^ 
total loss of some portion of a species of goods, as of the 
total loss of 10 bales of wool in a shipment of JO bales. 
To establish a valid claim, find the insurable interest of 
the lost part and its proportion to the insurable value of the 
whole, and then apply that proportion to the total insured 
value. 

In preparing a claim for particular average loss, it is 
necessary for the assured to produce the following docu¬ 
ments, viz:— 

(1) Captain’s protest. 

(2) Set of Bills of Lading. 

{3) Policy of insurance. 

(4) Certified statement by surveyor of sound marteL 

value at port of arrival. 

(5) Certified account sales of damaged goods. 

(6) Account of survey expenses (which will be allow^ ^ 

to the insurer, provided the claim attains “t^;: 

franchise withoift their addition). 
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Particular Average Loss of Freight 

Freight is the hire for carrying goods in a ship. If it 
is not "advance freight” it is payable at destination, and 
only upon the production of the goods in respect of which 
It is demanded. No portion of it can be claimed upon 
goods which have been lost, and the loss of any goods, 
therefore, involves a loss of freight. The delivery of the 
goods in a damaged condition by reason of a peril insured 
against does not alter or affect the amount of freight pay¬ 
able* upon them. There may, thus, be a particular average 
loss of cargo with or without a particular average loss 
Of freight. The measure of indemnity recoverable from 
the underwriters, is the proportion of freight lost to the 
total freight at risk, applied to the insured value of the 
freight; or, in the case of an unvalued policy, applied to 
.the insurable value of the freight. The “ insurable ” value 
of freight is the gross amount of freight at risk plus the 
charges of insurance. 



CHAPTER XI. 


GENERAL AND PARTICULAR AVER.AGE, COMBINED 
STATEMENT. 

In the statement here illustrated, it is supposed that the 
sailing ship Amadeus left London with a cargo for Bilbao 
(Spain), and that in consequence of being struck by some 
large floating wreckage, she sustained serious damage, 
necessitating recourse to a port of repair. The assistance 
of life-boat and other crews was obtained and a pilot put 
on board to pilot her into the harbour at Cowes, as being 
a convenient port; the mishap having occurred off St. 
Catherine’s Point, Isle of Wight. 

The first column on the left of the statement contains 
every payment or form of disbursement. 

The reader of the fore-going chapter will have seen 
that the actual damage to ship, etc., is a particular average 
loss, but that the need of seeking a port of repair is for 
the general interest of the whole adventure. All charges 
incidental to the safe arrival of the ship in Cowes harbour, 
are chargeable in general average, and are, therefore, 
found in the column under that,heading. 

Pilotage into Cowes is, of course, inclqded therein ; as 
well as the award to the crews of the boats rendering the 
required assistance, anchorage at Cowes, a'nd sundry other 
small disbursements. 

The cost of the average statement is then added, and it is 
found that the amount due in general average is £(>i 14J. oi. 

This sunT of £6% I4r. od. has to be borne by ship¬ 
owner, freight-owner, and cargo-owner in proportion t(f 
the value of their severak interests. The ship was valued 
(sound value) at £20cio, but from' this must be deducted 
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the £6S representing the depreciation in her value before 
requiring assistance, leaving £19^2 ; the net value of the 
freight which will be earned by the arrival of the vessel safely 
at Bilbao, is ;^250; and the value of her cargo is ;^i5,ooo. 
The total value of the whole adventure is £iy,iS2, and 
the total cost of saving it, ^^63 14^-. od. ; the proportion 
payable by each interest being: ship, £•; 35-. ^d .; freight, 
£0 i8a 6d. ; and cargo, ;^!:5 12^. ^d .; and these items are 
carried into the several columns under those headings. 

The repairs to the ship were carried out without dry- 
dockiflg, and the cargo was left aboard ship. The cost 
of these repairs was £99 ijr. od., but as new material was 
supplied in place of the old material, an allowance of one- 
third had to be made by the ship-owners, who have to pay 
^33 S''- therefor. The balance of two-thirds, or ^66 
lor. od., is carried into the “ ship " column. 

The pilotage out of Cowes harbour is a particular 
charge on freight and is carried into the " freight ” column. 
The addition of the various columns shows the apportion¬ 
ment of the total loss of 172 \6s. od, as follows, viz:— 

APPORTIONMENT. £ s. d. 

The ship-owner pays “ new for ohl ” maleri.al . - 33 5 0 

The freight-owner, or freight insurer (if it be insured) 946. 

Theshipowncr, or underwriter on ship (if it be insured) 7414 3 

The cargo-owners, or underwriters on cargo (if it 
be insured) cacli in proportion of his value to the 
total of 15,000 . .• . . . . . 55 12 3 

Total of loss . . .£\T 2 16 o 

There is a general aVerage contribution on cargo; a 
general average contribution and a particular average 
loss on ship; a general average contribution and a par- 
^ular charge on freight; and a contribution not covered 
>by insurance by the ship-owner because his ship has been 
Improved in value by the new materials used in her repair 
riplacing the partly-worn old materials; all *thesc various 
interests are shown in tMs one smalhaccount. 
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STATEMENT OF GENERAL 

Per Atfiathus^ Captain Ewcn, London to Bilbao, occasioned by being 
sustained, as appears per protest; assistance was obtained, a pilot taken 
ship was repaired. 


Total. 

1 Disbiuscmciit'*. 

£ d. 





7 15 6 

Pilotage into Cowes 




2 2 0 

Surveyor’s foes 




4 t8 6 

Noting and protest 




45 0 0 

! Award to boat rendering assistanc 

c 


0150 

! Ancboragc and harbour due . 


. 4 

70 15 6 

; John Wilson, shipwright 



21 4 0 

1 Thomas Stoncham, m.ast, etc. 



7 15 6 

i W. Collinson, smith’s work . 



I I 0 

i Spanish Consul’s certificate . 



0 to 6 

1 Ditto Bill of Health 



7 15 6 

Pilotage out of Cowes 




i 1 0 

i Postage and Pettics 




2 2 0 

/ 

t 

Statement of average 




1 

Contributions to General Average. 

1 

Ship valued at . 

if 2,000 



i 

Less 




j 

Particular average 

68 



/ 


£ ^.932 

pay 

733.. 

/ 

Freight, net value 

250 

pay 

18 6 , 

/ 

Cargo, value . 

15,000 

pay 

55 12 3 ' 

/ ! 

Total value . 

z;>7,'82 

pay 

63 14 0 .. 

172 16 0 j 






London, 17th July, 1907. 

X. Y. Z., Average adjuster. 










GENERAL AND PARTICULAR AVERAGE I39 
and particular AVERAGE. 

nUantfo? intT^ow^rwhe™ Ae ■ 


•f. d. \L •'■• ^ 1'^ 


£ ■'■ 

dM r. d. 

7 >5 

6 i 

1 I 

0 1 I 1 0 

4 18 

6i 

45 ° 

0 1 

0.15 

0 

1 

I I 

i 

0 1 

I I 

0 

0 

0, 

0 


70 15 6 
2140 

7 15 6 


0 10 6 ' 

7 ‘5 (> 


1 to owners , 
! ’ji to ship ', 


.. 61 12 ° \ ^'1 " ° I 
t. 2 2 o i 

.. 63 14 o i 


7 3 3 


o 18 6 


33 5 o 


8 6 o 1 33 5 o 


55 I* 







LIFE AND FIRE INSURANCE. 


INTRODUCTION. 

ProI’ERTY and persons are alike continuously exposed 
to certain dangers, and prudent people, to ensure to them¬ 
selves or their dependants the continuance oif an income, 
are content to pay part of that income to others who will 
take upon themselves the risks of loss arising from these 
dangers. A contract of insurance is, therefore, in the 
nature of a speculation, but, to provide against gaming 
or wagering, the law requires that only such persons as 
have a real pecuniary interest in the thing insured may 
enter into these contracts. Hence, no person may legally 
effect an insurance on any kind of property, or upon the 
life of another person, who would not suffer a financial 
loss by the destruction of the property or the death of 
the person insured. The person for whose benefit the ■ 
insurance is* effected, casts the risk of loss upon the 
insurer, and the business of the Jatter is to convert this 
risk from pure speculation into almost certainty. Abundant 
statistics are at his command, and he may calculate the 
probability of a loss at a stated proportion to the whole 
of that class of property at risk. He knows, not only- 
how many buildings exist, and how many of these take 
fire annually,, but he divides them into many distinct 



INTRODUCTION 


141 

classes, and fixes the proportion of losses to the total in 
each class. He ascertains the total sum of losses arising 
from perils of the sea, and the total value of ships and 
goods exposed to those perils ; and, after classifying these, 
he is able to fix this proportion in each class. The average 
duration of life of men engaged in various occupations, 
and of stated ages, is no longer a matter of speculation 
but of ascertained fact. The business of the insurer is to 
arrange his insurances of these different clas.ses of risks 
over a very wide field, to insure so many of each class 
for mbderate .sum.s, that his proportion of losses to his 
insurances shall be, as nearly as possible, the ascertained 
proportion of all losses to all risks. lie then fixes a rate 
of premium to be paid by the assured to cover the risk 
of loss and provide for expenses of management, etc. 
Such a system eliminates in the greatest possible measure 
the clement of speculation, and provides a certainty of 
means to pay for losses. 

Good faith is essential -to all contracts of insurance, 
and any false statements or representations made for 
the purpose of obtaining a lower rate of premium, gives 
the insurer or underwriter the option of cancelling the 
contract. 

In respect of property, whether the insurance be against 
fire or against marine risks, the sum which may be claimed 
in case of loss or damage, ^s* the value of the actual loss 
sustained. These insurances hse called contracts of in¬ 
demnity, and their purpose is to guarantee the assured 
only against pecuniary loss, as will be explained and 
illustrated under the separate sections. 

In respect of life insurance, the measure of indemnity 
cannot be so fixed, and is, therefore, the amoynt stated 
in the policy of insurance. 

The three principal branches of insurance ^are fire, life. 
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and marine; and each of these requires, on the part of 
the insurers, so minute a calculation and so intimate an. 
acquaintance, that insurance companies and underwriters 
generally adopt only one or two of these branches as 
their business. Some few offices undertake business in 
all branches, but have a separate staff and manager for 
each. 

The volume of business transacted by the many offices 
and underwriters is strong evidence of the prudence of 
the people of this country, and the need of some knowledge 
on their part of the various forms of contract entered into 
daily. 

The Workmen’s Compensation Act of 1906 (a), which 
came into force on July 1st, 1907, has extended the rights 
of compensation to clerks, and to domestic and .other 
servants, and insurance policies to cover accident risks to 
servants will probably soon number many hundreds of 
thousands. 


(a) 6 Edw. 7. Ch, 58. 



CHAPTER I. 

WHOI-E LIFE INSURANCE. 

The mainspring of life insurance is a laudable desire on- 
the part of a person having others dependent upon him, to 
provide a sum of money for those dependants in the event 
of his death. Provision might be made by periodically 
investing a proportion of his income, but the uncertainty 
of living long enough to complete this provision, and the 
destitution which his premature death would entail, makes * 
it incumbent upon him to insure his life. He is willing to 
pay an annual- premium to a life office, in exchange for 
their undertaking to pay to his dependants a stated sum 
upon his death. The amount of this premium is fixed at 
a percentage of the sum insured, and will become greater 
.as he becomes older at the date the contract is made.' '. 

If this contract were merely renewable at will on the 
part of the Life Office, the aanual premium would generally 
increase each yejr, because tTie probability of a man of, 
say, 6o years of age reaching his next birthday, is not so 
great as that of & man Jo years old. But the pardcular 
<lass of insurance discussed in this chapter is known as 
“Whole Life Insurance,” and is one in which the office quotes 
premium fixed for the whole of the life of the assured, 
yhe annual premium remains the same throughout, bM 
i, rai^islt of loss by the Office steadily increases each ye® 

.v"- ,■ 4 
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until it becomes a practical certainty, and it is clear that 
the premium paid by a man aged 30 must be greater than 
the risk involved for one year; must, in fact, be equal 
to the average risk spread over the number of ye^irs which 
he may be expected to live, after taking into account the 
interest the office will earn upon the money they receive as 
premium. 

The first thing is to determine the probable duration of 
the life of the assured, and for this purpose many tables 
have been prepared, being the results of the actual experi¬ 
ence of some office or group of offices, or the carefully 
compiled statistics of some person. The persons upon 
whom falls the duty of measuring the risk involved in 
every class of life insurance arc called Actuaries, and it is 
a duty demanding the greatest care and thought, and 
mathematical accuracy. 

Now, if we ascertain that of persons living at the age of 
30, some will die at 31, and others at intermediate ages 
up to the age of 100, when the last one dies, we might be 
led to suppose that the " average ” man of 30 will live until 
he is 65. Some will live only i year longer and sorae.70 
years longer, the average being 35 years; therefore, the 
average expectation of life will be 35 years. But we have 
not taken into account the fact that more will die before 
they reach 65 than will then remain alive. We must know 
how many will die during each* succeeding year, to arrive at 
the “ average ” or “ mean.” Let us tak6 a simple illustra¬ 
tion apart from life insurance. . The hpuses in a certain 
street are of various heights, the shortest being 25 ft. and 
the tallest 65 ft, and wo ordinarily say the average is 45 
ft There arc, altogether, 100 houses, of which 18 are 25 
ft, 20 artt so ft, 30 are 40 ft, 20 are 50 ft., 10 are 60 ft, 
and 2 are 65 ft high. To arrive at the mean height of the 
houses, we ipust multiply the houses of each height bythe 
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number of fectj add them together, and divide by the total 
number of houses in the street. 

X 25 + 20 X JO X 40+20 X JO + 10 X 6o + 2 X 65 _ J9S0 _ 

“ "lOO .. “loo-^® '’ 

Now we arrive at the “mean" height of the houses, 
namely 39 ft. We have counted 25 ft. i<S times, and 30 ft. 
20 times and so on, and this 18 times and 20 times are 
called “ weights.” In other words, we have attached due 
weight to the fact that there was a different number of 
housJs of each particular height, and not treated it as if 
there were an equal number of each. 

In arriving at the expectation of life of a person aged 
30, actuaries take a number of, say, 100,000 living at 30, 
find from- statistics of actual experience how many such 
live to be 31, 32, 33, and so on ; multiply the number 
dying each year by number of years they lived after 30; 
add these together, and divide by the aggregate number of 
lives, viz. 100,000. 

It must not be supposed that the calculations begin and 
end with the establishment of a “ mean ” from observing 
one set of statistics, or the actual experience of one office. 
Very many observations are made, and there is naturally 
some difference in the result. The mean of all the results 
is taken; then the extent of the deviation or “error" of 
each result from this mean ; then, the sum of the squares 
of these errors divided by the number of results minus 
one; the square joot of rthis figure obtained is divided by 
the square root of the number of results and multiplied by 
two-thirds (about); and thus is found the “probable error" 
of the mean. “Probable error" is not, of course, the 
greatest possible error; there will be many individual 
oases where the error is without, but there will be an equal 
number within the limits of this probable erjor. It is an 

M.M.B. L 
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even chance whether a case falls within 6r without the 
lijiiit. The business of computing the mean expectation 
of life for persons of every age, has been made a line art, 
and the Institute of Actuaries publishes a mortality table 
which has been arrived at after much research, and adopted 
by many of the leading life offices. This is known as the 
Healthy Males table, Hm. 

The basis of all calculations of premiums by life offices 
is the healthy life, or the “ first-class life,” and many offices 
will not accept any other class of risk. There are, however, 

' some few which accept " second-class lives,” at enhanced 
premiums; calculating cither at an extra percentage on 
the ordinary premium, or by “ rating-up ” the age of the 
assured and charging a second-class life aged 30 at the 
rate of the ordinary premium of a life aged, say, 35. 

A life insurance office can calculate fairly accurately 
the rate of interest obtainable from its investments, and, by 
setting this against the risk, arrive at the actual premium 
which is required to provide a certain sum at the death of 
each person assured. 

A, rate of premium thus arrived at leaves out of con¬ 
sideration the expenses of management of the office, and 
provides no reserve in case of exceptional mortality on 
account of prevalence of some epidemic or otherwise; and 
something is added for these purposes by a process termed 
“ loading." A still further “ loading ” is necessary to provide 
a profit for the shareholders in the case of a company’s 
office. * ' - 

The whole life table may be with or without profits, and 
the sum assured is payable only upon the death of the 
person whose life was insured. The premiums are payable 
"anhually until such death occur. 

Female lives are often insured at an extra premium 
until fifty years of age, and thereafter at the same rate as 
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the ordinary iitale table. Persons who follow an occupa¬ 
tion deleterious to human life, as publicans, are charged 
special rates. They are termed “ hazardous ” risks. 

Throughout it has been supposed that the office has 
a sufficiently large business, covering so many lives of 
every insurable age, as to warrant the assumption that the 
proportion of Ipsses to risks generally will apply to its own 
case particularly. Only under these conditions can it be 
sound. If, therefore, any office, however good, ceases to 
accept new insurances, or finds its new business seriously 
dimiifished, it may be compelled to amalgamate with 
another office doing a large new premium business in 
order that its field of operations may not decrease. The 
ptoper distribution of its business to cover lives of all ages 
proportionately, and so bring it.within the scope of proba¬ 
bilities based upon calculations, as here described, has led 
to several amalgamations. This proper distribution also 
precludes an office from taking too large a single risk, and, 
although the assured may have obtained from one office a 
policy for a very large sum, he may rest assured that this 
office has re-insured a portion of its risk with other offices 
—a very common feature of life insurance. 

Surrender- Values, 

The sum paid by an offioe upon the surrender of a 
policy by the policy-holder is oftentimes considered an 
insufficient returij. It is held that the_ office should lie ^ 
liberal in the price it pays for surrender, because it cannot 
any longer sustain a possible loss, and it is seldom that the 
policy-holder reflects that his surrender rcalljr tends to 
weaken the office. A large number of surrenders must be 
accompanied by a much larger new business, or the area 
•^vered is smaller. Again, althmjgh there,has been 
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process of selection of lives by medical examination and 
inquiry into the lives of the antecedents of the assured, the 
values of different lives are not always the same, and it 
may be assumed that it is not the worst admitted lives 
which desire to surrender. 



CHAriER II. 

WlTHOUT-l’KOFITS, AND WITII-rROFITS. 

To any person desiring of securing the largest possible 
assurance for a given annual payment or premium, a 
" Without-profits ” policy may suggest itself. The rate of 
premium is lower because the assured does not share in the 
profits of the office, but this method of insurance is not 
really as economical as that of a “With-profits" policy. 
It has been seen that every office, in calculating its rates 
of premium, takes into account the interest on its invest¬ 
ment of the premium money ; and, since the rate of interest 
of necessity varies, its calculations must be based upon the 
lowest rate of interest Doubtless it will, within any 
lengthened period, earn a much higher rate of interest, 
and thus make a profit, which is wholly, or in part, returned 
to the holders of “ With-profits ” policies, but not to the 
other class. To ensure shftty an office fixes a premium 
rate, which makes allowance for cheap money,and if money 
be dear, and its investment yield a good return, the “ With* 
profit” policy-holders reap the benefit of the increased 
income. A fuller measure of return for the premium is 
made than it would be possible to guarantee. 

It is also a well-known fact that the averag?^uration of 
« man’s life tends to increase, that the mortality from the 
worst forms of diseases which are epidemic^ is appreciably 
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less than forty, or even twenty, years ago, aird that medical 
and sanitary science have made immense strides. But the 
rate of mortality upon which the offices base their premiums 
do not make the fullest allowance for this increased.security 
to life, and their profits are increased by this decreased 
mortality. 

• -Periodically the actual profit is definitely ascertained, 
and at .least a portion of this becomes the property of 
the assured, who may sometimes elect to (a) receive the 
bonus in cash, {b) have it added to the sum assured, or 
(c) have it applied to the reduction of his annual premiUra. 

An intermediate system is adopted by at least one office 
of excellent repute. It recognizes that it is impossible io 
guarantee a fixed sum to “ Without-profits ” policy-holders 
which shall be as full a measure as may be possible, and, 
further, argues that no person should share in present- 
profits who may ultimately become a loss to the office. 
It reckons the average rate of interest on its investments 
• at just over 4 per cent, per annum, and, in effect, says to 
the assured, “ We received your premiums, which are 
invested at 4 per cent., and when the sums you have 
paid plus 4 per cent, compound interest reach the amount 
insured by your policy—when, in other words, the office 
cannot be a loser by reason of your assurance,—then, and 
not before, you are entitled to participate in the profits,” 
Its rates of premium are cut 'finer than those of offices' 
which give bonuses to all policy-holders, but are still 
higher than those of the non-participating class of policy. 
The sum of profits is, naturally, less than that of most 
other offices, but the number of participants is proportion¬ 
ately small, and the system has advantages for the very, 
best lives. / . 

Here, then, we have three distinct systems, which mayk 
be summed ug thus:— 



WITHOUT-PROFITS, AND WITH-PROFITS ijj 

Guaranteeing a larger sum assured, 
but yet affording to the policy-holder something less than 
he may probably be entitled to under the with-profit 
system* 

Entitling the policy-holder, beyond the 
sum assured, to a further assurance, which shall be as large 
as the profits of the office permit. 

Intermediate Charging the policy-holder at a^ 

rate slightly above the without-profit system, and allowing'' 
him to participate in the profits only when it is impossible 
for Itis connection with the office to prove a loss. 



CHAPTER III, 


OTHER FORMS OF LIFE INSURANCE. 

(i) Partnership Insurances .—These are a very welcome 
feature in life insurance business and deserve better recog¬ 
nition. Few people with extended business connections 
have not met instances in which a promising firm has been, 
unable to carry on its business by reason of the death of 
one of the partners, and the consequent withdrawal of his 
capital from the business. Perhaps the deceased partner 
held the greater part of the capital of the firm, and its 
withdrawal spelt ruin to the remaining working partners. 
A partnership insurance is in the nature of a joint assurance, 
or an insurance of joint lives. Upon the death of any one 
of the assured the sum assured is payable to the co-assured. 
As the premiums are paid for the benefit of all, they are 
generally charged to the business as part of its expenses, 
and the sum assured is devoted to paying out the capital 
of the deceased partner. Tho premium of a policy on two 
joint lives is -necessarily higher than on a single life of a 
similar age, and one on three joint live? is still higher, 
because the probability of an early claim is greater. The 
principle of assurance on joint lives is not confined to 
partnerships, but its advantages are most pronounced in 
connection, therewith. The system of insuring joint lives 
for the benefit of the survivor is, of course, not confined to. 
business partnerships. 
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(2) Estate Dirty Insurance. —This duty is not a small one, 
and its payment constitutes an embarrassment, if not a 
temporary hardship, in many cases. To provide against 
this, an insurance may be obtained upon the life of the 
testator whereby the office undertakes to pay the sum 
assured to the Inland Revenue Authorities for probate. 

(3) Reversionary Bonus System, or Bonuses Discounted .— 
Some offices have devised a means of provision of the 
largest possible amount of insurance combined with par* 
ticipation in profits. Such a combination of desirable 
objeeft had appeared impossible, and, in fact, in any “ with- 
profits ’’ system there cannot be a constant amount in both 
premium and sum insured. The discounted bonus system 
fixes the sum assured, but leaves the amount payable by 
the policy-holder subject to a possible variation. The 
office makes an estimate, based upon past earnings, of the 
profits likely to accrue; and, instead of waiting until these 
are secured befoie distributing them, deducts them at once 
from the amount of the premium. In effect, it discounts 
the bonus by paj ing it in advance of its due date. In the 
event of the realized profits being less than the estimate 
the policy-holder is called upon to pay the difference ; or, 
should there be a sum realized in excess of the estimate, 
the balance is distributed among the assured. This system 
furnishes a striking instance of the desire, on the part of 
our life offices, to meet the' demands of the public in the 
fullest measure compatible with security. 


Partially Deferred Premiums, or Low Premium for First 
Few Years. 

Where the assured has a permanent positior, with the 
certainty of an increasing salary, such increase being greater 
than that of his probable necessary expenditiye, and where 
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circumstances require him to provide a larger measure of 
insurance than his present income allow, this class of policy 
offers advantages. 

It has been seen that in ordinary insurance policies the 
assured pays a higher rate than necessary during the early 
period of insurance in order that he may pay less than the 
cost during a later period. The office does not run so great 
a risk in the early years as later on, and equalizes the 
premium that it may bo constant throughout life. Probably 
during the first five or six years a premium at half the 
ordinary rate would meet the requirements of the''office, 
and the assured may take a policy at about half-rates for 
five years. He will, however, be required to make this 
good subsequently, and the premium after five years 
onwards will be greater than the full premium at the 
date of entry. 

Premiums are generally based upon annual payments, 
but most offices will accept half-yearly or quarterly pay¬ 
ments, charging a slightly higher rate; and the vast 
“Industrial” insurance business done in this country is 
usually by weekly payments of from one penny upwards. 



CHAPTER IV. 


ENDOWMENT ASSURANCE AND ANNUITIES. 

« 

It has been said that the mainspring of life insurance is 
a desire to provide for dependants in the event of premature 
decease, and, generally, the need for this provision decreases 
with advancing years. The children for whom provision 
was needed become competent to take care of themselves, 
and the assured’s greatest need a provision for his own old 
age. How may he, then, by the payment of a single 
premium, secure both ? AU life offices will issue a policy, 
assuring a stated .'um in the event of the death of the 
assured before he reaches a stipulated age (50, 55 . 60, ot 
65) or the payment to himself of that sum on his attaining 
the agreed age. Here, then, is found an answer to the 

The rate of premium will be greater than that of “ whple 
life assurance," as the payment of the sum assured is not 
indefinitely prolonged, but must occur within'a restricted 
period. The number of premiums are also restricted, and 
the office may not reap the advantage of the long life of 
the assured. In the whole life assurance, they may set off 
against early death claims the greatly deferred claims Md. 
amoy annual premium payments of the longest lives, 
hadowment assurance provides little towards such a set-off. 

' Since, therefore, this source of possible profit is denied, in 
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great measure, to the office, the premium must be “ loaded ” 
to a commensurate degree, and the interest accruing to the 
office thereby increased.- 

The assured, in some offices, has the option jof either 
taking the sum assured upon the attainment of the pre¬ 
scribed age, or an annuity for the remainder of his life 
with forfeiture upon his death; or a smaller annuity for 
the remainder of his life, and then payment of the sum 
assured to his family. 

Policies upon the lives of children is not an altogether 
desirable form of life insurance, but endowment policies 
for children are admirable in many way.s. The payment 
of the sum assured may be made to depend upon the child 
attaining twenty-one or any number of years of age, and 
the object may be to start a son or daughter in business, 
or enable them to continue their education beyond the 
period usually permissible to other than wealthy people. 
A smaller premium is charged if the event of the death of 
the child releases the office from all liability, and a larger 
premium if the sums paid as premiums, are, in such event, 
to be returned without interest to the parent. It will be 
observed that the risk involved in children’s endowments 
is of a different character to that in ordinary endowments. 
In both cases the sura assured is payable on the assured 
reaching a specified age, but death before that age voids 
the policy in the case of a’cfiild, while it renders an im¬ 
mediate payment necessary under the ordinary policy; the 
office gains in the former and is a Ipser in the latter 
instance. 

Annuities .—This is one method of securing a larger 
income from a given sum of money than could be obtained 
from its eafe investment. Annuities may be immediate or 
deferred, which means that the payments by the offke 
may commence at oqcc, or their commencement may 
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be deferred fof a period, and their amount proportion¬ 
ately increased. Instead of investing a lump sum of 
money, it is paid to a life office which undertakes in ex¬ 
change to pay the assured a certain sum, either quarterly, 
half-yearly or yearly during the remainder of his life, or. 
for a specified number of years. It will be observed that 
the premature death of an annuitant is a gain to the officci 
and there is, therefore, no need of selection by enquiry and 
medical examination. 



CHAPTER V. 


PROFITS OF A LIFE OFFICE. 

The yearly accounts of a life office, which are published- 
by the office and may be had upon request, consist of’a 
“ Revenue Account ” and a “ Balance Sheet.” 

The revenue account shows the funds of the office at the 
commencement of the year, and the amounts received for 
premiums and interest on* investments, on the one side; 
and on the other, the payments on account of claims, 
surrenders, commission, expenses, etc.; and the balance 
of this represents the amount of the funds at the close of 
the year. 

The balance sheet shows these funds as a liability, to 
which is added claims not paid, etc.; and tlie assets reveal 
a li.st of investments, mortgages, premiums due and hot 
paid, cash at bankers and in hand. It is really a statement 
showing how the funds are invested by the office. 

Neither of these yearly statements refers to profits, which 
are computefi only at longer intervals of five or seven years. 
^ Given the age of a man (his expectation of life is found' 
by reference to the tables), the conditions of his insuraM|| 
and the amount for which he is insured, the present 
of the assurance, or liability to the office is soon determined; 
but to asecitain the profits it is necessary to find the present- 
value of tliq liabilities of the office to a/l its policy-holderi, 
and this a work entailing much labour. The funds of 
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the office will probably be greater than the total of these 
liabilities, revealing a surplus which is at the disposal of 
the office. A portion of the surplus will probably be 
carried to the general reserve fund to increase the stability 
of the office, or provide against E(hy future abnormal ■ 
number of claims, a further portion, in the case of companies 
offices, will be devoted to the payment of a dividend 
to the shareholders, and another portion will be distributed 
as a bonus among the policy-holders. 

The present value of .fi payable at the death of a 
■persofi depends upon his age and the rate of interest 
calculated. Find the total sum assured to people of each 
age and multiply it by the present value of £i payable at 
death. .Suppose that an office has assured a number of 
people who arc now aged 45, and assume that the present 
value of £i payable upon their death is £o'S, and the 
total sum of their assurance 150,000. By multiplying 
£iwooo by 0’5 we arrive at the present value of that 
assurknee, viz. £7S,ooo- find the present value of 

the several sums to be paid by the policy-holders as 
yearly premiums. If this be found to be ;C40,ooo—the 
net liability of the office will be its gross liability to policy¬ 
holders, £7^,000, less present value of their liability for 
future premiums, ;^40,ooo—viz.: ;^ 35 .ooo- To find the 
value, 5 years hence, at 10 per cent, compound interest 
•of the sum of i^ioo. First .find the value of £i which 
will be or {£\l?,f, or (£\}d\ I" ft^er words 

;£■} J must be multiplied by itself five times (t.e. raised t«, 

the- 5th pow.er). 

■' And ifioo will be1-6105 1 X ioo = ;fi 6 ro 5 i =..^161 i 0 

find the present value of £100 due 5 years hence, 
tomputed at 10 per cent, compound interest. 
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Take a capital of £1. 

This will amount, in 5 years at 10 per cent., to 

If;^i amounts to n'~lr\6 o'" "'>'1 amount 

to £1. 

Therefore is the present value of £i due 5 years 

hence. 

The power here is a minus power, and the fraction will 
be reversed before multiplication. 


X }i X X jY X jv X {'; = iiiYilS? == .^0-6209. 
And ;£icx) will be £o-62og x 100 = £62-o<j = £62 i 10 


Where the period is a very long one, this method of 
working would be almost interminable, and the invention 
of logarithms has simplified it. Find, to the nearest penny, 
the present value of £78 due 15 years hence at 3 per 
cent, compound interest. 

From a table of logarithms, it will be found that log, 
103 = 2’0i 28392, and log. 100 = 2. Instead of dividing 
103 by 100, we merely substract log. lOO from log. 103, 
thus— 

20128392 
2 . 

•0128393 

remains, and this is multiplied by the number of years, 

iizT 1$. 

■0128393 

_15 

641960 

1^83^2 

•1925880 
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Next, we refe|; to the tables again to find that log.^ 78 = 
1-8920946. Because the power (- 15) is a negative or 
minus power, deduct from— 

1-8920946 

•1925880 

1-6995066 


Turning again to the tables, we find that log. 50-0651 = 
1-6995066, hence the answer is ;^ 50 ’o 65 >. of -6 50 J _± 
Had we wanted to find the sum which £?& will amount 
to in 15years at 3 per cent, compound interest we should have 
added together 1-8920946 and -1925880, making 2-0846826, 
and found what log. equalled that figure, such log. repre¬ 
senting the value in pounds sterling. 





CHAPTER VI. 

COURSE OF BUSINESS. 

The person proposing to effect an insurance upon his 
life is required to fill up a proposal form. He must give ■ 
definite answers to questions relating to the past history of 
his family, to guide the office as to the probability of an 
hereditary tendency to certain diseases; and to other 
questions relating to the diseases from which he has 
suffered, his mode of life, etc. The offices rely so largely 
upon the information herein given by the proposer, that 
one of them is prepared to dispense with a medical ex¬ 
amination where the proposal is entirely satisfactory ; and 
any mis-statement by the proposer renders the contract 
voidable at the option of the office, whether or not there 
has been a medical examination. The refereirces given' 
by the proposer serve a douole purpose, enabling tfae 
office to obtajn supplementary or confirmatory information 
as to the habits of the proposer, and affoi'ding its repre-, 
sentative an introduction to the referees, to whom he may, 
explain the advantages of life insurance, with a view to 
securing another customer. 

The acceptance by the office and the payment of th^ 
first'premium completes the contract, which finds expres«, 
. »km in the form of a Policy. This policy is assignable,t 1 >ttt' 
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no assignment "is complete until it is in the form of a deed' 
of assignment, and registered in the books of the office. 
Some offices have a special form of deed for this purpose, 
and do mot care to register an assignment on any other 
form. When money is lent on the security of a life policy, 
the lender should always require {ct) the policy, (p) a 
deed of assignment, and (c) registration of the deed, 
by the office, A deed of assignment atone confers an 
equitable title on the assignee, but it may be defeated 
in favour of some prior equitable title; and an assign- 
raenf with registration confers a very good equitable 
title, but is incomplete without possession of the policy. 
Another person may have a lien upon the policy and 
refuse to part with its possession until his debt has been 
satisfied. 

An assured who desires to raise money on the security 
of his policy, cannot do better that arrange with the office 
in which he is insured to advance him a sum within its 
surrender value, and this it will do at a comparatively low 
rate of interest. 

A policy ma) name a beneficiary, and is then transfer 
able only wjth the consent of that person. If a man in 
solvent circumstances takes out a policy on his own life 
for the express purpose of benefiting his wife, and this 
.*fitcir is stated on the policy, she becomes the sole bene* 
ficiary, and in the event of’his subsequent bankruptcy, 
the trustee has no control over the policy,*because the 
bankrupt has not the power to dispose of it without the*! 
consent of the beneficiary, who need not consent, 
i No person may legally effect an insurance upon the 
'life of another unless he has an insurable inteigst therein.. 
This insurable interest must be a real pecuniary interest, 
■jilV creditor may insure the life of his debtor, Taecause Ms 
,ideath would materially decrease thg probability of payment 
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of the debt, but the promise of a gratuity at a future 
date is not an insurable interest, as it is not binding upon 
the promisor, and may be revoked at his will. 

An office does not always require documentary proof 
of the age of the assured at the time of admission, although . 
age affects the rate of premium ; but it will require this 
proof before payment of a claim, and it is far better for 
the assured to produce a certificate of his birth and get 
the policy marked “ age admitted.” 

Some policies do not permit the assured to travel to, 
or stay long in, tropical countries, while others are <more 
liberal in this direction ; some except from benefits a case 
where the assured takes his own life, others pay a claim 
if the policy has been in force two years at the time of the 
suicide, and still others are content with a period of six 
months. Most offices stipulate that the assured shall not 
engage in naval or military professions or seafaring 
business. 

A renewal premium is payable one year after the date 
of the policy, and on the same date in each succeeding 
year, but, generally, one calendar month’s grace is allowed 
during which the renewal premium may be paid; and, 
although offices send out notices of renewal, the failure 
to receive such notice does not excuse the assured for 
-the omission to pay the renewal fee. 

Evidence of the death of‘the assured usually takes 
the form of a certificate of the Registrar, but sometimes 
it is impossible to prove death, although every circum¬ 
stance points to the fact that the assured is dead. In 
such cases death may be presumed, the presumption being 
based upon evidence sufficient to convince an ordinary, 

jury- .''' , , 

Life policies must bear an impressed stamp, the dujy 
being as follows, viz. 
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s. d. 

For a Sum assured not exceeding 10 ... i 

Exceeding ;£io and not exceeding £^1 ... 3 

Exceeding £^1 and not exceeding ;^5oo, for every ;^5o 

or fractional part of ;^5o .... 6 

Exceeding £v^o and not exceeding £\ooo, for every 

£\oa or fractional part of ;£ioo . . .10 

Exceeding pfjiooo. for every ;4iooo or fractional part . 10 0 



CHAPTER VII. 

FIKK INSURANCE. 

A CONTRACT of fire insurance is strictly a contract of 
indemnity, wherein the Fire Office agrees, in exchange for 
a payment called the premium, to recompense the assured 
for any loss of property caused by an outbreak of fire. 

The property insured may be furniture, goods, buildings, 
or some few other items which will be mentioned later. 

In the insurance of furniture this question of indemnity 
must be kept in mind, or the assured will fail to realize 
the extent of his insurance. Because an office issues a 
policy for £lcx>o in respect of certain household furniture, 
the total loss of that furniture does not necessarily involve 
the payment of ;^iooo. It may be that its market value 
was only £soo, in which case that sum will represent the 
total liability of the office. Occasionally an office sends 
a surveyor to inspect the property to be insured ; but this 
' is not the rule, and if it were, the premiums would be 
considerably greater on account of the largely increased 
expense. The assured fixes his own sum for which he 
desires to be insured, and, when a loss occurs, must prove 
the extent of that loss to the fire office, which will then 
pay the chitm; and it is clear that every person insuring; 
should be prepared with an inventory of the things? 
destroyed, 
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If the assured have any article or articles of a very 
costly nature, especially a picture of a greater value than 
£20, he should declare this to the office, and see that its 
value i» separately stated in the policy; but even this will 
not relieve him of the necessity of furnishing proof of- its 
value in the event of a claim. 

In submitting a claim for loss, due allowance must be 
made for depreciation in value by wear and tear, and the 
measure of this depreciation is often a source of trouble. 
This fact is not surprising, seeing that every one who has 
beefl deprived of an article is apt to estimate its value at 
something more than he would have done while it was in 

his possession, ... . f 

Fire offices pay very many claims in respect ol tires 

about the origin of which there is grave doubt, and ■ 
if it were the practice to pay the full amount insured^ 
without inquiry into the measure of the actual loss,' 
this class of claim would probably increase, with the 
result that a general rise in the rates of premium must 

follow. . , r •* f 

The amount insured by the policy is the limit oi. 

liability of the office, and if, during the period covered by 
one premium (generally one year) there be more than one 
loss, the claims on account of the combined losses must 
not exceed the sum insured. Although the policy is 
usually renewed each yea’r,.it is optional with both the 
assured and the office to refuse to renew; and the office,-, 
may charge an .increased premium for renewal if it con-^ 
sider the risk demands it. Fire policies must bear .a,- 

'penny impressed stamp. ■ _ _ , i''(i 

The policy names the premises in which the furniture. 
.placed, and only covers it whilst on those praniises; 

Jfore any removal should be notified to the office, and tffli' 

■ policy endorsed accordingly. 
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The rate of premium varies with the class'of house con¬ 
taining the furniture, and its neighbourhood. 

For furniture in an ordinary house of brick and slate or- 
tiles not in the vicinity of manufactories, the premium is 
about two shillings per hundred pounds, whereas if rooms 
over a shop be occupied, the rate of premium will be much 
greater. Private houses near timber yards or chemical 
works are also rated higher. 

Stocks of merchandise are usually insured annually, and 
it is to be feared that the numerous cases of under¬ 
insurance which come to light after any great conflagra¬ 
tion, are the result of estimating the amount of insurance 
required by the stocktaking figures, although a very 
slight acquaintance with business practice would reveal 
the fact that stocks are then at their lowest. Where there 
is an occasional need of very large cover, a short period 
policy may be taken out, the rate of premium being pro¬ 
portionately greater for short than for long periods, and a 
policy for three months being charged at about half the 
annual rate. 

Many merchants have, besides the goods in their own 
warehouse, other merchandise stored in dock and public 
warehouses and wharves, the value at each warehouse 
fluctuating with sales and fresh arrivals, and it is usual to 
fnsure all these under one policy called a “ floating policy.” 
The total amount is stated dn the policy, and goods of 
that value mSy be stored at any one or more warehouses 
within a prescribed area. 

Where premises are let on lease, the lessee or tenant 
has to pay the rent even if the premises be burned down, 
and an ordjpary policy of fire insurance does not cover 
this risk. '•It 'is desirable, therefore, to insure, separately, 
a year’s rent,'in order that the assured may not be a loser 
during the perhd of re-bu'lding. 



FIRE INSURANCE 


169 


Assignment. 

Immediately the legal possession of goods passes from 
the assured, by sale or otherwise, his insurable interest in 
them ceases, and the risk no longer attaches to his policy. 
Goods stored in dock warehouses arc frequently sold, and 
the property in them transferred to the buyer without 
their removal from that warehouse; but they cease to be 
at the risk of the fire office which insured them. The 
assignment of the goods docs not include the assignment 
of the interest under the policy, and, generally, this interest 
cannot be assigned. In the case of marine insurance 
- policies the interest may be assigned by the assured 
endorsing the policy and without notice to the under* 
writers, and in the case of life insurance policies the. 
interest may be assigned by a deed of assignment, and 
notice thereof to the office; but no assignment of a fire 
insurance policy is effective unless the previous consent of 
the office has been obtained. 

Enlargement of Premises. 

Every addition or structural alteration to premises 
should form the subject of an arrangement with the office 
before the commencement of operations, or a policy on 
the goods stored therein may become void. Two adjoin¬ 
ing warehouses may be rated at ten shillings per cent., 
but directly they become communicating, by a doorway 
being made thromgh the party-wall, the risk is increased, 
because if a fire originate in either building it may easily 
spread to the other. It is common for the office to insist 
upon the fixing of double iron doors in such c^jes, one on 
either side of the party-wall covering the aptertare, these 
» doors being closed every night; in fact, mosf very large 
buildings are partitioned off by p^rty-walls running from 



170 


INSURANCE 


the foundations to a point higher than the roof, with a 
limited number of openings protected by these double 
iron doors. 

Many firms keep fire-extinguishing appliances on the 
premises, and some of the employees arc well drilled in 
their use; and a further method of lessening the risk of 
an extensive fire is provided by the use of automatic 
-sprinklers. A sprinkler installation consists of a'hydrant 
or hydrants running from the main water pipe to the top 
of the building, and a series of pipes along the ceiling of 
each story. These pipes run in parallel lines about ten 
feet apart, and at frequent intervals along them there are 
nozzles through which the water may be forced and strike 
a star, which causes it to spurt upwards again and then 
cover a large area in its descent. Each nozzle is closed 
by a cap, which is secured in its place by solder which 
is made soluble at a degree of heat varying with circum¬ 
stances. When this heat is attained by a fire in the 
building the cap falls away from the nozzle, and a stream 
of water poured upon the fire, and in the case of an 
extended fire many of these nozzles are uncapped and 
a very copious flow of water obtained. To provide against 
the possibility of the water-main being closed, a large tank 
or cistern is placed above the roof and always kept filled. 
Fire offices recognize the reduced risk on premises which 
are “ sprinkled,” and quote aiotver rate of premium accord¬ 
ingly, but the risk which they undertake is one having 
fire as its origin, and any breaking opqn of the nozzles 
by accident or design, and consequent damage to goods 
by water, is not covered by a fire policy. It is possible^ 
however, to obtain an insurance against this particular 
risk. , 

Most offices refuse to accept the risk of fire caused 
earthquake, ^nd the English offices which do a largd 
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foreign businese generally insert a clause to that effect 
in all policies they issue in respect of property in quarters 
where earthquakes may be expected. The terrible con- 
flagratioa in San Francisco in 1906, with its enormous 
attendant losses, has proved the necessity for such a clause. 

The classification of risks and rates of premium has been 
an immense work, and has been made more complete by 
the assistance the fire offices have mutually rendered to 
each other, leading to the formation of a tariff based upon 
the actual experience of all offices. And the fire offices 
have'generally acknowledged that the large profits they 
often make should not be wholly regarded as profits which 
can be distributed either among shareholders or policy¬ 
holders, but largely as a reserve, which may be called upon 
in the special circumstances of some gigantic conflagration. 
Householders frequently point to these huge reserves as 
evidence that they are paying too high a premium on their 
risks, whereas they have been built up by increased pre¬ 
miums upon specially hazardous risks. There has been 
abundant proof that the rates charged twenty-five years 
ago on buildings and stocks in certain city areas were 
altogether disproportionate to the risk, and the destrurtive 
fires of Wood Street and Jewin Street convinced the offices 
that larger premiums and greater reserves were necessary ; 
and while the premiums on business premises in congested 
areas have risen considerabry,.those on ordinary dwelling- 

houses have shown no increase. 

Buildings may.generally be insured at a preinium rather 
smaller than that charged for the contents, as they are not 

so liable to total destruction. _ . , 

. Hazardous risks, such as manufactories, especially where 
chemicals or goods specially liable to fire are V^e, are 
-Shamed at premiums which the experience of the combined: 
" offices and the exhaustive reports of expprt surveyctfs 
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show to be equitable, and In many cases^'the fire offices 
will not take the whole of the risk, leaving the assured 
under-insured, or his own insurer, for some part of the 
total value, or refusing to accept the risk unless it be 
" sprinkled.” 

There are, however, some few offices which do not 
recognize the general rates of the tariff offices, sometimes 
giving a lower quotation, and these arc called non-tariff 
offices. They are neither numerous nor very powerful, 
and the best that may be said of them is that they may 
possibly act as some sort of check to the tariff offices' 
increasing the rates of premium beyond reasonable bounds. 

Many English fire offices do a large business outside the 
British Isles, and are represented by branches in nearly 
all the Colonies and in America. Other offices which have 
no agencies abroad also underwrite foreign risks, accepting 
a portion of those originally taken by the offices directly 
represented. Thus, the fact that one particular office paid 
an enormous sum on account of claims arising out of the 
fire at San Francisco, is no proof that its funds have been 
. depleted to that extent, as probably it had re-insured part 
of the risks with other offices which did not do business 
direct with San Francisco. 

The average clause is very frequently found in fire* 
insurance policies, and although it has many detractors 
the principle lies at the very root of insurance. The 
amount stated on the policy as the sum insured is the 
extreme limit of the liability of the office, but may not 
represent the full value of the property insured. For 
example: A merchant with a stock of goods of the value 
of ;^20,000*insures it for 15,000 only, being well aware 
that the tota‘1 destruction of the goods would entail a loss 
of ;£’5 ooo to himself, but also knowing that, in the vast 
majority of instances, the loss from fire is only partial If 
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the damage prc^ve to be ;^8ooo, the office will liot pay that 
sum, but will take into account the total value of the stock 
at risk, namely, £ 20 , 000 , and the amount of its insurance, 
;£'i 5,000j arguing that the assured took the remaining 
risks of £ 5000 upon himself, and that, therefore, the loss 
of ;^8ooo must be borne proportionately by the office and 
the assured ; three-fourths, or £ 6000 , being due from it, 
and £2000 (one-fourth) being at the risk of the policy¬ 
holder. Any alterations in this equitable rule would tend 
to benefit the person not fully insuring his property, at 
the expense of those who arc careful to be fully protected. 
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INTRODUCTION. 

Partnership law does not confer upon any partner the 
power to dispose of his share or interest in the partnership 
undertaking without the consent of his co-partners. He 
may be entitled to withdraw a portion or the whole of the 
capital he has placed in the business, but he cannot sell his 
partnership wholly or in part 

The property in a partnership, not being transferable at 
the will of the holder, cannot form the subject of a purchase 
and sale in the stock exchange ; and the business of stock 
and share dealing is the outcome of a national debt and a 
system of joint stock enterprise. 

The national debt was practically created in the reign of 
William the Third, when the national finances were placed 
in the hands of Parliament, which had to borrow money to 
keep up a national army. Th£ wars of that reign necessi¬ 
tated large borrowings from the public, which received 
Government securities in exchange for its cash advances, 
and, as these securities were transferable at will, the desire 
♦to sell and purchase them gave rise to stock dealing. 

The Bank of England was incorporated in 1694, and the 
success a ttd^ding it led to the extension of the principle of 
joinLstock »holding to other ventures, with the result thak 
the business of dealing in stocks and shares assumed some' 
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importance. joint stock company may consist oT any 
number of proprietors, provided that it never falls below 
Seven. Its capital consists of a given amount, and this- 
may be divided into a number of shares of equal value, or 
each proprietor may contribute a sum towards the capital, 
which sum is called stock ; and, in either case, the holderbf 
sh.ares or stock may sell his holding, with all interests 
therein, to another person. At different periods the public 
have exhibited so great a desire to invest their savings in 
joint stock enterprises, as to amount to a wild rush to 
procure shares or stock of any and every description, with 
the very natural result that enterprises of the wildest , 
description have been launched as joint stock companies. 
Foreign Governments, requiring loans and having but 
doubtful security to offer, have profited by the cupidity 
of British investors, and the offer of a high rate of interest 
has been a sufiBcient bait to secure the money of which 
they were in need. 

The vast industrial undertakings represented by canal, 
gas, railway, water and other companies were almost wholly 
of the joint stock order, and, although most of these have 
been of inestimable value to the country, some of them 
were ill-eonceived and the investors lost heavily. 

At a later date, when the alluvial deposits of gold had 
been exhausted, and recourse had been made to mining 
Instead of digging for tht <netal, the great expense 
incurred in sinking shafts and providing machinery caused 
most works of thij class to be undertaken by joint stock 

companies. „ 

Industries of all kinds, manufacturing and trading, 
>vholesale and retail, have assumed larger proportions 
a view to increased efficiency and output, and 

t ermed expenditure, and joint stock compaities almost 
lumerable have sprung up. 
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Individuals whose separate savings would have been 
insufficient for the purpose of carrying on a business, may 
now invest their small amount of money in a joint stock 
company, each becoming part proprietor in a gigantic 
business, and retaining the right to sell his part at will, or 
leave it by will to others. 

The many thousands of different kinds of stocks and 
shares which are now bought and sold on the London 
Stock Exchange, has created a need for a special branch 
of business called stock and share dealing. This need has, 
of course, gradually arisen side by side with joint, stock 
enterprise and national debts, and the class of men 
attracted to it has sometimes been of a most undesirable 
kind. Buying for investment is a very legitimate business, 
but buying or selling for mere speculation may easily 
degenerate into pure gambling; and because of this latter 
tendency, our legislature has, in the past, attempted to 
impose restrictions upon what are known as “time” 
bargains, wherein the seller had not, and the buyer did not 
wish, possession of the stocks or shares, but both were 
speculating for a rise or fall in the value of the securities, 
and intended merely settling their difference at the time 
agreed upon. Barnard's Act of 1734 was passed to 
“prevent the infamous practice of stock-jobbing,” but 
became practically inoperative and was ultimately repealed. 

As with every other conjmodity forming the subject of 
considerably exchange, so with stock and shares, a “market” 
was formed. The dealers found it convenient to meet at 
a central place to conduct their business'and, in agreement 
with the practice of the times, they met at a City coffee 
house in Change Alley—Jonathan’s by name. Here the 
public wefl; admitted and could conduct their own business, 
or be present whilst their broker conducted it, and the 
course of business was not of a nature commanding tK 
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respect of the,public generally, or of the better class of 
dealers. 

In 1801, some of the latter purchased the site upon which 
the pre^nt Stock Exchange stands; and by formulating a 
truly admirable set of rules for the admission of members, 
and the conduct of business, and by the exclusion of the 
public, they succeeded in raising the tone of stock-dealing 
to a higher level than probably any legislation could have 
effected. 

For very many years stock-brokers were required to 
obtain a license from the corporation of the City of London, 
but the corporation has now no power in the matter, and it 
is open to any person with or without adequate means or 
conscience to act as a stock and share dealer. The 
advertisement columns of our daily press disclose the 
names of many such dealers, but they are not members of 
the Stock ICxrhange, and any person wishing to place him¬ 
self in communication with a reputable broker who is a 
member, should apply to the secretary of the Stock 
Exchange for a list of members, as they may not advertise. 





CHAPTER I. 

SHARES, STOCKS, AND RONDS. 

Shares, 

The capital of a joint stock company is usually divided 
into a number of equal parts, called shares, and any person 
may become possessed of one only, or of any number of 
these shares, providing that, in the case of a “ limited ” 
company, the number of shareholders shall not be at any 
time less than seven. 

Joint stock companies may be limited or unlimited; 
that is to say, each shareholder’s liability may be limited 
to the amount of the shares for which he subscribes, or it 
may be unlimited. In the latter case, every shareholder 
becomes liable for all the debts of the company ; and, in 
the event of the failure of the company to pay its debts, 
may be called upon to make good any deficiency out of 
■his private estate; it is not, therefore, surprising that there 
are very few unlimited joint stock companies. Subject to 
the provisions of the Companies Acts, 1862 to ipexj, of ’ 
which there are several, a company may become registered, 
as a joint stock company with limited liability, and must ■ 
include ihe word “limited ’’ in its name upon all documents , 
it issues, to 'enable any persons having dealings with it tow 
see that the .liability of its shareholders or members i!|> 
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limited. A discussion of the provisions of these Acts is 
outside the scope of this book, and readers who desire 
information upon the subject may be confidently recom¬ 
mended to obtain a copy of Topham’s “ Company Law.”' 

When shares in a limited company arc originally offered 
to the public, the invitation is conveyed to them through 
the medium of a “ prospectus; ” and when a person applies 
for shares his application must be accompanied by a stated 
proportion of the amount of the shares. If any shares be 
allotted to him, a further payment is demanded, and the 
balahce becomes payable according to the terms of the' 
prospectus. As soon as shares have been allotted, to him, 
he becomes a member of the company. The balance may 
be arranged to be called up at certain stated times, or some 
portion may be left “ uncalled ” for an indefinite time; but 
the. member will be liable to the extent of the uncalled 
balance of his shares, and no further. 

Example of the Principle of Unlimited and of 
Limited Liability. 

Suppose that seven persons jointly entered into an 
undertaking of business as partners, each contributing 
£1000 to the capital of the firm, and that the business 
was carried on so unsuccessfully that the assets (cash, 
stock, debts owing to theraf property in machinery, fittings, 
premises, etc.), if realized, would not provide a sum, 
sufficient for tl)p payment of their debts or liabilities. 
They are said to be insolvent and may be adjudged 
bankrupt Suppose that, after selling all the property 
of the firm, there was required another ;^28oo to enablo» 
a payment in full to be made to the creditors. The 
.partners may be called upon to pay, eack out of his 
separate estate, the sum of £400; and if Jthree of them 



l8o STOCK EXCHANGE 

have no property other than that invested in the business, 
the remaining four must make good the deficiency, each 
being required to contribute £700 instead of ;C400; or, in 
the event of six of the partners having no means out of 
which to contribute, the sole remaining one must pay the 
entire ^feSoo. This is the principle of unlimited liability 
and applies to membership of unlimited joint stock 
companies, as well as of firms. 

But, now, suppose these seven persons had registered the 
undertaking as a limited liability company, with a capital 
of £7000, divided, say, into 7000 shares of ;^i each,'fully 
paid, each taking 1000 shares in exchange for £1000 
deposited in the business. When the undertaking proved 
a failure, the company might be “ wound up,” which is the 
equivalent to bankruptcy, but a company cannot techni¬ 
cally be adjudged bankrupt. The assets of the company 
would be sold, and the creditors paid proportionately out 
of the money thus produced; but the seven members of 
the company cannot be compelled to contribute towards 
any balance of indebtedness. This is the principle of 
“ limited liability.” This example will serve to illustrate 
the difference between membership of a firm and member¬ 
ship of a joint stock company. None of the seven 
members of the firm could sell his share in the concern 
without the consent of all the partners, but any of the 
seven members of the limited 'liability company could sell 
the whole, ot any number of the 1000 shares he possessed 
without reference to his co-shareholders.. The method of 
registering the names of members, and of transferring their 
shares to other persons;, will be explained in another 
chapter; it will be sufficient, here, to state that every share 
has a d^tinctive number, so that the shares of A may have 
been numbered from i up to 1000, of B. from 1001 t(i. 
2000, of C. from 2001 to 3000, of D. from 3001 to 4000, of 
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E. from 4001 ‘to 5000, of F. from 5001 6000, and of 

G. from 6001 to 7000. The documents issued by the 
company, proving the title of the several members to their 
shares, •were not 7000 in number, but only seven; these 
seven documents being “ share certificates, one of them 
certifying that A. was the proprietor of 1000 shares of 
each, fully paid, numbered from i to 1000 inclusive, and so 
on. If A. sells coo of hi? shares, he must specify which 200 
he has sold, whether those numbered i to 200, or 8di to 
1000, or otherwise. The secretary of the company will 
take from A. his original certificate for 1000 shares, and 
issue two others in its place. If the shares sold were those 
numbered from 801 to 1000, the new certificate issued to 
A. will be for 800 shares of i each, fully paid, numbered 
from I to 800 inclusive; and the other certificate, in the 
name of the purchaser will be for 200 shares of each, 
fully paid, numbered 801 .to 1000 inclusive. Every 
individual share, therefore, preserves its identity, and must 
be stated in every transfer, and where the shares are not 
fully paid up. the new holder will become liable for any 
un-paid portion. Shares may or may not be fully patd up. 

Where there is but one class of share issued by a 
company, it is merely designated a “.share;” but some 
companies issue several distinct classes of shares, in which 
case they must be separately designated. It is a common 
practice to issue two classeS of shares, one called pre¬ 
ference,” and the other “ ordinary ” shares. The preference 
shares («) entitle the holders to a stated rate of interest. 


la) Shares may be preferred as to dividend oidy, or as to dividend and 
capital In either case, the holders receive their dividend before any payment 
is made to the holders of ordinary shares; in the latter 0040, i^e event of 
the Company being wound up, and there being a surplus af(jr payment of all 
its debts, that surplus must be devoted to re-payment to the preference share¬ 
holders before the ordinary shareholders canjparticipate in»it- 



i 82 


STOCK EXCHANGE 


which has to be paid to them out of the prbfit, before the 
ordinary shareholders receive any, and it is necessary, 
therefore, to stipulate what rate of interest shall be 
paid to the preference shareholders; hence, we read of 
5 per cent, preference shares, or 6 per cent, preference 
shares. 

The profits made by the company in the conduct of its 
business, arc sometimes partly kept in reserve, and partly 
distributed among the members in proportion to the 
number of shares they hold. This distributed profit 
is called a “dividend," and a special order upon the 
company’s bankers, very much like a cheque in form, is 
sent to each member whose name is registered in the 
books of the company. 

Since the dividend upon preference shares must be 
paid before that upon ordinary shares, it follows that 
preference shareholders are more certain to receive a 
dividend, and this increases their security. But there is 
a limit imposed upon the dividend they may receive, 
whilst there is no limit in the case of ordinary share¬ 
holders. Ordinary shares, therefore, are not so secure, 
but may entitle their holders to very large dividends. 

Exampi.KS.— The capital of a comp.iny is £400,000, divided into 
200,000 five per cent, preference shares of£i each, and 200,000 ordinary' 
shares of £ i each, all of which havi; been fully paid up. Its net profit 
for the year 1906 was £27,000, out of which £2,000 was placed to the 
Resert'e fund, leaving £25,000 to be distributed among the share¬ 
holders. A dividend of 5 per cent, (the fi.xed .ate) to preference 
shareholders will absorb £10,000, and the balance of £15,000 will be 
divided among the ordinary shareholders, each receiving yi per cent, 
on the amount of his shares. The large profits have been greatly to 
the advantage o." the ordinary shareholders. 

But, noA; suppose the profits had allowed of a distribution of 
£15,000 only. ‘The preference shareholders would still be paid 5 per 
cent, on their sht^res, thus absorbing £10,000, and leaving only£5,ooo 
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for the ordinary shareholders, who would receive a 5 ividend at the* 
rate of only 2J per cent. 


The greater security of the preference shares appeals 
to investors who want to insure a safe income; wliiie 
the possibility of big dividends, although accompanied 
by greater risk, invites the attention of a more speculative 
class. 

Many preference shares are “cumulative,” ie., if the 
profits made during one year are not sufficient to pay 
evep the preference dividend in full, the unpaid balance 
is* carried forward to the following year, when, if the 
profits are large enough, this balance as well as the 
dividend for the current year, must be paid on preference 
shares, before the ordinary shares become entitled to any 
payment. 

The division of stocks and shares into different classes 
does not end with ordinary and preference; it is, in fact, 
almost interminable. Some “ordinary” stocks are sub¬ 
divided into “ preferred ordinary ” and “ deferred ordinary.” 
Gne class of stock or shares may be entitled to a stated 
portion of the profits, and then to participate with the 
other class of shares in the remainder, generally at a much 
lower rate than the latter. 

Debentures are not in the nature of shares, but bonds 
for loans. The debentur(4 holder is not a member of theii 
company, but one who has lent money to it, taking as - 
his security the company’s bond, which is ah undertaking 
to repay the arilount at a stated date, and in the meantime 
pay interest upon it at a fixed rate. Debenture bonej"'; 
holders have a first claim on the assets of a compattj^ 
having priority not only of the shareholders, but also 
the creditors of the company. As ordinaiy stRres, pre¬ 
ference shares, and debentures are, not infrequently, issu^; 
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by the same company, the reasons for the issue of so many 
different kinds of securities may be considered. 

Suppose, then, a company is to be formed to carry on 
a business which will necessitate the employment of a 
capital of ;fsoo,000, and that the profits to be derived 
may be estimated at any figure between ;£'30,000 and 
;^50,ooo annually, after due allowance for reserves, etc. 
The lower figure would be sufficent to pay 6 per cent, 
on the total sum required of ;f500,ooo, and the higher 
figure would enable the payment of a dividend of lo per 
cent. The directors or promoters would know thdt a 
probable 6 per cent, to 10 per cent, dividend would 
appeal only to a moderate class of investor; the very 
careful class would be content with 5 per cent., or even 
a little less, if it were certain; and the speculative class 
would look for a chance of earning more than 10 per cent. 
To be successful in their appeal to the public to subscribe 
for shares, this appeal must be made to all classes of 
investors, and this can only be accomplished by the issue 
of various classes of shares. To the very careful people 
will be offered 150,000 in debenture-bonds carrying 
interest at 4 per cent, per annum, and repayable in twenty 
years or less, and giving, as security, a first charge on all the 
assets of the company; being of the nature of a mortgage. 
To the investor who wants 5 per cent, interest, with good 
security, but not so good ac i debenture bond, will be 
offered 150/000 in preference shares, which have priority 
over the ordinary shares, and on which interest is perfectly 
secure while the profits keep above ;£'i 3,500 (4 per cent, 
on debentures of ;^i 50,000 will consume ^^6000, and 5 
per cent, on ;£'i50,ooo preference shares will absorb £7,^00 
—together, ^13,500). And, to the speculative class of 
investors wiK be offered ;f20o,ooo in ordinary shares, pro-« 
bably with a statement something like the following:— 
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Estimated minimum profit, annually .... ^30,000 
Less — 

Interest of 4 per cent, on £ i ;o,ooo debentures /6,ooo 

Dividend of 5 per cent, on 50,000 pref. shares 7,500 

13,5^ 

Leaving, for dividend on ordinary shares . . . ^16,500 

The minimum estimated profit would allow of a dividend 
of 8 per cent., while the anticipated profits of ;£^so,ooo 
would permit of a dividend of 18 per cent, on the ordinary 
shares. 


Stock. 

The capital of many of the leading public companies, 
such as railway, canal, gas, and water companies, is not 
represented by shares, but by stock. The public debt of 
Great Britain and the debts of the various county and 
municipal authorities, as well as the inscribed stock of 
colonial governments, is. generally also represented by 
stock. A stock-holder, like a share-holder, is the holder 
of a'certain portion of the capital of a company, or the 
holder of security for a particular loan to a government or 
authority. Where the total sum of a loan, or of capital, 
is divisible for the purpose of transfer into sums of money, 
not denoted as shares bearing distinctive numbers, but 
merely by the nominal valtie.of the part transferred, it is 
called stock. Stock is not numbered, shares are: stock 
must be fully paid, shares may be only partly paid. Stock 
is divisible into very small parts, providing the articles of 
association of the company do not restrict the extent, and 
consols may be bought for almost any amount which does 
not involve the fraction of a penny. 

^ The holder of stock has his name registered as a stock¬ 
holder in the books of a company in a simijar manner to 
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that of a shareholder, excepting that there js no distinctive 
number employed. Two share certificates for £ too differ 
from each other in the numbers of the shares to which 
they relate, but no such difference exists betwjeen two 
stock certificates. 


Bonds. 

When a foreign government borrows money it usually 
issues bonds as security for the loan. These bonds are 
promises to pay back the sum at a future date, and, in the 
meantime, to pay interest at a fixed rate at stated periods, 
generally half-yearly. Bonds are sometimes issued by 
colonial governments, some American railroad companies, 
and others. They arc, generally, payable to bearer, and 
may be transferred merely by handing them to the pur¬ 
chaser. Being made payable to bearer, it is impossible to 
register the names of the holders, which are unknown to 
the authority issuing the bonds. This makes the transfer 
a very simple operation, but the possession of them is 
attended by a risk which does not attach to stocks' and 
shares. They belong to a small class of securities or 
instruments which are termed "negotiable,” meaning, 
that a holder of them, if he gave value for them and took 
them in good faith, is the legal holder, not being subject to 
any defect of title which any previous holder may have 
had. If they be stolen and the thief discovered with them 
in his possession, the person from whom they were stolen 
may demand them back ; but, if the thief has sold them 
to an innocent party, they are irrecoverable. 

As the holder’s name and address is not registered, the 
government or company cannot forward to him the ‘sani, 
due as.intetest, and the payment of interest is arranged, 
by cither of the following methods. It may be declare^; 
on the' face of the bond, or by advertisement, or both, th^ 
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interest will hi paid upon stated dates at a given bank, 
and the production of the bond will entitle the holder to 
payment of the interest; in which case the banker may 
require to hold the bond for a few days. Or the bond 
may have a number of small coupons attached to it, each 
one being an order on the banker to pay the interest 
on the date named upon it; the coupons being printed 
on the same document as the bond, but perforated so as 
to be easily detachable. 

These bonds are redeemable at a future date, perhaps 
ten years hence, and the issuing authority may promise 
to set aside annually a certain sum for their redemption. 
Instead of providing a “ sinking fund ” by keeping the 
annual redemption contributions until all the bonds become 
payable, foreign governments sometimes offer to use this 
redemption money in the payment or redemption of a 
given number of tl e bonds each year. 

The question of which bonds shall be redeemed is 
settled by ballot, every bond being numbered, and the 
numbers draw t in the ballot are advertised in some one 
or more of the daily newsjrapcrs. It may appear, at first 
sight, that no benefit is conferred upon the holder of a 
bond by reason of its becoming a “ drawn bond; ” but it 
should be stated that bonds arc frequently issued “below 
par”—sold for a sum smaller than that mentioned upon 
them—and are redeemable “ at par.” Where bonds of 
;Cioo are issued at 90, the purchaser pays £(Jo for a 
bond, and as it ft; to be redeemed at par, he will get 100 
for it when its number is drawn in the ballot. “ Drawn 
bonds ” cease to bear interest from the date of drawing. 



CHAPTER II. 

METHOD OF TRANSFER OF SHARES AND STOCK. 

Stocks, shares, and bonds, may be bought and .sold, 
not only at the time of issue, but at a subsequent period ; 
the holder may sell to another person, and transfer his 
property in the stock, etc., to that other person. It has 
already been seen that the transfer of bonds to bearer con¬ 
sists simply in handing or delivering the documents to the 
purchaser, this class of document being known as “ securi¬ 
ties transferable by delivery.” The same process applies 
to certain “share warrants to bearer,” and, indeed, to all 
“ bearer securities ” where the certificate does not contain 
the name or address of the holder. When the name of 
the holder appears upon the certificate, it is also entered 
in the “ register of members ” of the company, etc,, and 
the person who.se name appears therein has a legal title to 
the shares or stock. To effect a transfer to another 
person, a “deed of transfer” mu.st be’ drawn up, and 
together with the original certificate handed to the secre¬ 
tary, registrar, or other officer of the company, when an 
entry will ie made first in the register of transfers, and 
then in'the'^ register of members, and a new certificate 
issued to the new member. The purchaser acquires a 
legal title to the shares at the moment his name is entered 
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in the company’s register, and the importance of this fact 
will appear shortly. 

It has been seen that a holder of shares may sell part 
of his holding; he may possess 100 shares, of which he 
may sell 50. In this case he may execute a deed of 
transfer to the purchaser of the 50 shares, but obviously 
cannot hand him the certificate for the 100 shares. He 
may, however, take this certificate to the company, lodge 
it with them, and get them to mark his deed of transfer 
“certificate lodged for transfer.” Upon handing the deed 
so certified to the purchaser, the latter will be content to 
pay the sum agreed upon, and himself lodge the transfer 
deed with the company as being their authority to enter 
his name in their books as the holder of 50 shares. In 
due time he will receive a new certificate for 50 shares, 
and the seller one for the remaining 50 shares. When 
he paid the price and received the transfer deed, he 
■ acquired a title to the shares, but not a perfect title, only 
what is known as an equitable title, and one which may 
be defeated. Suppose that A., the holder of 100 shares, 
fraudulently sold 50 shares each to B. and C., and then to 
D., and made out deeds of transfer to them, lodging the 
certificate with the company; B., C., and D. would all have 
an equitable title to 50 shares, and as there were not 150 
shares in the name of the seller, the title of one of them 
cannot be legal. The twS to whom the transfers were 
first made, B. and C., have a prior equitable title to that of 
D.; but if D. lodged his transfer deed and got his name 
entered upon the members’ register before the others, he 
acquires a legal title, and that of B. or C. is defeated. 
This method Of transfer is applicable to ay “securities 
transferable by deed,” and is the most usual* of all forms 
-of transfer, affecting the majority of the sectrities dealt 
with on the Stock Exchange. Ig the chapter on “ How 
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business is conducted on the Stock Exchange,” the certifi¬ 
cate, the deed of transfer, the register of members, and the 
register of transfers are all illustrated. 

There remains for consideration one other method of 
transfer, which is adopted by the Bank of England in 
respect of all stocks administered by it, including British 
Government stocks of all kinds, India stocks. East India 
railway stocks, some Colonial inscribed stocks, many 
municipal and county stocks, and some foreign loans. 
The signing of a transfer deed or ticket is not sufficient, 
and the holder must attend personally at the bank and be 
introduced there by a banker or stock-broker known to 
the bank. The purchaser’s broker procured a form of 
transfer ticket from the bank on which he inserts the 
name and address of his client (the buyer), the amount of 
stock bought, and the price he is paying for it. This is 
sent to the holder, or seller, who must then attend at the 
bank, and sign the ticket, he being identified to the bank 
by his broker or banker. The transfer is, thereupon, made 
in the register of the stock, and a stock receipt is given to 
the seller for transmission to the buyer. The Bank of 
England attaches great importance to the identification, 
by broker or banker, of the seller, and when the person 
transferring stock has been proved to have fraudulently 
transferred it by personating the real holder, the bank has 
restored the amount to the legal holder by making a 
purchase of-stock to that amount, and then claimed the 
sum from the broker who wrongly identified the seller. 
The courts have upheld the bank and ordered the brok^ 
to pay. Stockbrokers, therefore, in identifying their 
customers, {ire held to guarantee that the person whota 
they identify is really the holder of the stock. It is not 
possible fof the holder, at all times, to attend personally 
at/the bank, hy reason §f being away at some distance, ot 
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being too ill to attend, and the bank will, in such cases, 
permit of Ihe transfer being made by attorney (or agent). 
The broker acting for the seller may obtain a form at the 
bank upon which is filled the name and address of the 
holder of the stock, the name and address of his broker 
who is to act as his attorney, and the description and 
amount of the stock to be sold. When signed by the 
person acting as attorney, it is lodged with the bank; 
The bank now advises the stockholder, by post, that an 
application has been lodged with it for power of attorney 
to trinsfer stock held in his name, and that, in the absence 
of any reply from him, the power will be issued. Next, 
a form of power of attorney to transfer is issued to the 
applicant who has to secure the signature of the stock¬ 
holder to it, whereupon the transfer is effected by the 
attorney in the same manner as if the stockholder appeared 
in person. The broker here practically identifies the 
signature of the stockholder, and is liable for the wrongful 
transference of stock. 

In the celebrated case of Oliver v. Bank of England, the 
plaintiff and another person of the same name were 
trhstees and registered joint holders of certain stock 
(consols), and the one Oliver wished to sell this stock for 
his own benefit. He forged the signature of his namesake 
to a power of attorney, and the stockbroker identified the 
personal applicant and represented himself as the agent of 
the absent one. The stock was transferred, and when the 
defrauded Olivej; discovered this, he entered an action 
against the Bank of England to restore that amount of 
■consols to his name. The letter of the bank, advising4he 
absent Oliver that a power of attorney had been applied 
for, was doubtless intercepted. 

Referring to this case under the section om“ Ageiicy,” 
gtfttens, in his “ Mercantile Law,” says— 
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“.Thus, in Oliver v. Bank of England, a l^roker innocently 
acting under a forged power of attorney for the transfer of consols, 
required the Bank of England in performance of their statutory 
duty to transfer the consols in their books. Upon discovery of 
the forgery, the true owner of the consols compelled the bank to 
make good the loss, and the bank was held entitled to indemnity 
from the broker" (i Ch. 6io; 7 Com. Cas. 89). 

A later case of a similar kind was tried in 1907, and 
resulted in the broker being compelled to make good the 
loss to the bank. 

Registered securities, whether stocks or shares, are 
registered in the books of the company, in which the 
proprietors’ or holders’ names and addresses are recorded ; 
and when the profits arc divided, the share of profits 
belonging to each proprietor is sent to him in the form of 
a “ Dividend Warrant,” a document very like a cheque but 
with a space at the foot of it for the signature of the payee. 
The sale of shares is a daily occurrence, and it is necessary 
to close the transfer books of the company during the 
period these dividend warrants are being made out, the 
company advertising the fact for the benefit alike of trans¬ 
ferrors and transferrees. Shares are generally bought for 
the account, and before the settling-day arrives the books 
of the company may be closed to transfers, the effect being 
that the dividend warrant will ,be sent to the person already 
on their register. A purchaser of shares, at a time when a , 
dividend is shortly expected, may purchase the share only 
and not the dividend, or may buy Wh share and dividend. 
He buys “ Ex div” or “ Cum div,” without dividend or with 
dividend, and if there is a chance of the distribution of a 
bonus in addition to the dividend, he buys “ Ex bonus ” 
or “Cuth bonus;” or should the company contemplate 
a further issue of shares to existing shareholders on 
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favourable terftis, he buys “Ex New” or “Cum New,” 
“ Ex rights ” or “ Cum rights.” “ Ex all ” means that the 
buyer is to receive the shares only, and that any bonus or 
other rights is retained by the seller. 

Where the purchaser buys Cum div., and the books are 
closed for a period covering the settlement, his broker will 
deduct from the agreed price the amount of dividend which 
will be sent by the company to the seller. 

Deeds of transfer require to be stamped. This is for the 
purpose of providing a revenue to the State, and the stamp 
duty is based upon the consideration money, or where that 
is merely a nominal sum the duty is fi.xcd at ten shillings. 


Where the consideration or purchase price is 
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(.A.nd so on, each £2<^ requiring a stamp duty of 2/6 up 
to/300.) 

After ;£’300, each ;^50 requires a duty of 5/-. 

Blank transfers are often used where a person borrows 
money on the dtfJ>osit of securities. This transfer enables 
the lender to complete the deed by inserting his own name 
as transferree and getting it registered in the books of the 
company if the loan be not repaid. If, however, the lender 
sold the securities and inserted the name of*hi?'buyer in 
the original deed, the Inland Revenue woul 3 have been 
deprived of a duty. The transfcr>was from«the borrower 

M.M.B. 0 
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to-the lender and should bear one stamp duty. The 
transfer from the lender to his buyer was another trans¬ 
action and should bear another stamp duty. These remarks 
relate to transfer deeds which are complete in all other 
respects excepting that the name of the transferrce is not 
inserted. 



CHAPTER III. 

MEMl!ER.SIUr OF THE STOCK EXCHANGE. 

The amount expended for the site and building, etc., of 
the Stock Exchange is represented by a capital of ;f240,ooo, 
divided into shares of £\2 each, and debentures for 
ASO.OOO- The shareholders elect, from among themselves, 
nine manages to control the building, its lighting, heating, 
cleaning, etc., and appoint officers (other than those 
specially appointed by the committee). These managers 
receive the subscriptions of the members, and pay out a(l 
expenses relating to the upkeep of the building, as well as 
the dividends to the shareholders. Not every member of 
the Stock Exchange is a shareholder, but the recent altera¬ 
tion in the rules compels all new members to become 
shareholders, so that they, who conduct business in ,the 
“ House ” shall be part owne'rs of the building. 

The control of the conduct of business in the house, the 
admission of new members, the expulsion of members, 
the permission to deal in new shares or securities, the 
appointment of a secretary and official assignees, are 
vested in the’ committee for general puiposes. Tl)is 
committee consists of thirty members of the Stock 
chatjge, and is elected annually in March, allots memberi* 
being eligible for re-election, Itsi duties a»e onerous, and 
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its membership is a mark of distinction wRich is much 
coveted. 

The members of the Stock Exchange are divided into 
two very distinct classes; brokers and jobbers. A broker 
buys and sells securities of all kinds for the public, and is, 
legally, the agent of his client. He may not, therefore, 
buy or sell on his own account with a client, but merely act 
as agent in the purchase or sale of stock, shares, etc., from 
the jobbers. A jobber is a dealer in these securities, buying 
and selling them on his oum account, and, since it would be 
impossible for him to be sufficiently conversant with all 
classes of securities to deal profitably in them, he usually 
selects one distinct class to which to pay his undivided 
attention. 

For the greater convenience of jobbers and brokers 
alike, the jobbers who deal in a particular class of .security, 
congregate in a given quarter in the house ; and this has 
given rise to a division of the house into “ markets.” Not 
that these markets are partitioned off from one another, 
but that custom has assigned certain parts of the house to 
the dealing of certain classes of securitie.s. There is a 
“consols” market, a South African share market called 
the “Kaffir market,” a West Australian share market 
called the “Wcstralian” or “Kangaroo” market, and 
others devoted to transactions jn home rails, Americans, 
West Africans (“jungle”), and so on. 

The jobber’^ profit is derived from the difference between 
the prices at which he buys and sells shares* The broker's 
profit is the commission which he charges to his client 
for buying or selling. This division of members into jobbers 
and brokers if, we believe, peculiar to the London Stock 
Exchange,-and is sometimes considered disadvantageous, 
but it would ‘seem that any disadvantage in the arrange¬ 
ment is not to foe detriment of the public. 
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A broker irtust <lo his best for his client, and is supposed 
to know many matters concerning stocks and shares which 
the client docs not know. If he sells the client certain 
shares which he holds, or buys from the client shares which 
he wishes to hold, he will do his best for himself in the 
deal and not study the interests of his client; but if he 
must buy from, or sell to, a jobber, then he can act in the 
interests of his client. Any partnership between a broker- 
and a jobber would clearly defeat the object of this division 
into classes, and the rules of the Stock Exchange do not 
permit it. 

Membership may be obtained in two ways, either by the 
nomination of a retiring member or the personal repre¬ 
sentative of a recently deceased member, or by the recom¬ 
mendation without such nomination of a person who has 
completed four years’ service in the Stock Exchange or 
settling room. The committee elect the members after 
nomination or recommendation, and keep a “ waiting list ” 
containing the names of the clerks who have been recom¬ 
mended. E very candidate for admission must be recom¬ 
mended by three members of at least four years’ standing, 
each of whom must guarantee his solvency for four years 
to the extent of ^'500; but an exception is made in favour 
of clerks referred to, whose term of service is taken into 
account, and who require only two guarantors of ;f300 each. 
The members who are content to become guarantors must 
have personal knowledge of the candidate they recommend, 
and be preparol to answer questions put by the committee 
as to their stability. " Has the applicant ever been made a 
bankrupt, or compounded with his creditors ? Would you, 
in the ordinary way of business, take his chegue for;^ 3C)00 ? 
Do you consider he may be safely dealt with jp securities 
for the account ? ” This is the class of question addressed 
to the recorpmenders. 
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The candidate must fill up the prescribed farm addressed 
to the committee, and await their consideration and 
balloting. 

Foreign subjects who have not been naturalized for a 
period of two years, or have not been resident in this 
country seven years, as well as all persons who are engaged 
in other business than that of the Stock Exchange, or who 
have been bankrupt, or have compounded with their 
creditors and paid less than 20i. in the £; all these are 
ineligible for membership. 

Since 1904, all new members must acquire a share or 
shares in the Stock Exchange—one share where only two 
sureties or guarantors are necessary, and three shares 
where three sureties are needed. 

Defaulters may, under special circumstances, and after 
investigation by the committee, be re-admitted. 

Partnership between members is permitted, but only 
after notice has been sent to the committee and they have 
assented, and all notices of partnership must be posted up 
in the house. A broker may not enter into partnership with 
a dealer or jobber, and a member may not be a partner of 
a non-member. Where a member wishes to enter into 
partnership with another member, one of whom is surety 
for the other, he must find another surety. Certain limited 
partnerships are allowed, where the joint liability extends 
only to dealings in a particular market, and not to dealings 
generally. 

Members may get permission from the committee for 
certain of their clerks to have access to the Stock 
Exchange. These clerks may be required to assist the 
member either in the house or in the settling room; and, 
after two years of such service, they become eligible for 
admission aS “authorized” clerks, that is, clerks who.are 
authorized to .transact business (buy or sell) for their 
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principals. A,ll clerks may be required to wear a special 
badge in the lapel of their coats when entering the Stock 
Exchange. 

Members may not appeal to a court of law to settle any 
disputes between themselves arising out of dealings on the 
Stock Exchange. 

The public arc not recognized as principals by the com- 
rpittee, who regard jobber and broker alike as principals. 
Legally, the broker is only an agent of his client, but the 
Stock Exchange usage makes him a principal in the eyes 
of the committee. A broker may take action at law 
against a client, and a client against a broker or jobber; 
and the committee may upon a request from a client to 
consider a complaint, adjudicate upon the matter 
client signs an undertaking to accept their decision as if it 
were a judgment of the High Courts ; in other words, if 
he agrees to be bound equally with the member by their 
decision. 



Cll.M'Tl.i: IV. 

H'K'.K ■ ii i)\ I'll, i.\'ii 

Tllic lui'th'iii ('f .i pinoha^^. .liiJ st(jc,lc 

or .sirarcs iii.u be beat [‘Xi>l,unL'd !))• an cxanujlc. 

Let 11". Mippi.'NC tlait Janii."-' jabrison, butcher, of i 
W’c.ston Slieet Vo'.k, ha^ iiKtriicl'. 1 hi-, broker';, liarncl 
d; Co., to buy for !iiin !. ■ '.hire- i'l tire X. /. Mann- 
facturine, ( 1 iiiilled, the .Inri"- Ireiiio fulK paid 

ami of the noiiiin.d \ ,iiiie of .{ i e,uh. 'Flic Mini reipiired 
by li.nncl X Co. befoie they undcitakc the eoinmisiion to 
buy i.s a matter elependino upon eircuin-.t.u'ce^, and [laiti- 
cularly tiie confidence in uiiich they hold tlieir client. 
On May ei.st, Ikirnet eV Cu.V repre-entative entered the 
Stock Lxcli.inge, made lii-. wa)- tei tliat ji.iit of the " House ” 
in which jobbers conprep;ate who-e dealiniM arc in in¬ 
dustrial .shares, and .asked one of them to make him a 
price for \. *\h Z. s. Ihe iobbei, \V, .Adam-., did ncit know 
whetliei Ikirnet X ( o. widitd to bn>’ or .sell this cla.ss of 
share, and (iiiolcd two juices, \i/.— a ; ; thereby undcr- 
lakin.o to sed at 2 or ,0: 15s, (»/. jicr .sh.irc, or buy at 2i-, 
or £2 IDS. Oil uhichever was demanded. It mu.st be 
uiiderstotid tnat the brokeis were acting as agents for 
James joliiLson, ano were, therefore, comi>elled to do their 
best for him ; and cn no account must they let the jobber 
know whether they wish to jiiirchasc or sell. If the jobber 
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knew he had a buyer, he might name high prices, or, if he 
was sure he had a seller, he would be able to quote low 
prices; the absence of information on this point leads him 
to quote a fair price, as, having once given a quotation, he 
must buy or sell at the option of the brokers. 

B.arnct & Co. accejited the price, as buyers, and the 
transaction was, in respect of ion .share.s, entered by them 
in their jobbing book, and by the jobber, W. Adams, in 
his jobbing book, liarnet fc Co. sent by post to their 
client, Johnson, a bought contract note, as illustrated. 
Thcliext settling day after M.ay .eist, was May 30th, and 
the contract was, therefore, on the part of W. Adams to 
deliver or cause to be delivered, to Barnet & Co., 100 
shares in the X. Y. Z. Co. Ltd. ; and on the part of Barnet 
f; Co., ta pay to W. Adams or other person delivering to 
them the shares, the sum of .^275, being 100 shares at 
{^2 i5r. od. each, on May 30th. \V. Adams did not under¬ 
take to personally deliver the shares, and his obligation 
would be fuinilod if he found another jobber or broker to 
deliver them As a matter of fact, although ho held some 
X. Y. Z. share •. as part of his Stock, he had no intention 
of parting wkh his holding, but was induced to sell at in 
the hope that, before settling day, he would be able to 
acquire the too shares,at a lower jrrice, and thus make a 
profit. On the morning of May 22nd, the cle’rks of 
Barnet & Co. and W. Adams, met, and having copied the 
entries of the transaction in their respective checking 
books, checked ^them with each other to ensure their 
accuracy. The X. Y. Z. shares rose in price, and W. 
Adams, fearing that any delay might result in a loss, 
bought 100 shares of J. Clements, another jobber, at the 
same price, 2|. The transaction between th^ two jobbers 
was conducted quite openly, Adams telling Cknients that 
he wanted to buy. They were dealing each for himself 
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and not for a client, so that no one was, injured by the 
open announcement of an intention to buy or to sell. A 
few days later, the price of the shares fell, and Clements 
was able to purchase them from another jobber, R. Drake, 
at of, who, in his turn, bought them from still another 
jobber,!'. Ellis, at 2,t. Einally, T.. Ellis was approached 
by B. Ford, a broker, who had been entrusted by F. Gates, 
a baker, of 15, High Street, Swansea, to sell for him 100 
shares in the X. Y. Z Co., Ltd.; Elli.s agreeing to purchase 
them at oj, or £2 5.9. od., per share. 

If, therefore. Ford paid to his elient £22'^ for the shares, 
and passed them on to Ellis for .^225, who passed them 
on to Drake on his payment of £2^,0, who handed them 
to Clements for £2(i2 lO.c on'., who transferred them to 
Adams for £2’]-^, who gave them over to his client against 
his payment of .^275, thi.s would settle the fmaneial part of 
the arrangement. Ellis would have made a profit of £2^ 
Drake of ;£'i2 ioj. od., and Clements of ;Ci2 I0^. oi,\ th^ 
total profit of being represented by the difference 
between the sum the seller received (;^225) and that paid 
by the purchaser (.^275). It is not, of course, suggested 
that such profits arc a fair sample of stock exchange 
transactions, or stock-jobbers would soon get rich. 

As all settlements have to be made on settling day, 
such a cumbersome procedure as outlined would be 
impossible to practice. The end is gained if Ford passes’: 
the shares .to Adams for £2"]^, and the intermediate.: 
jobbers, together with buying broker an,d selling 
settle the dilference in prices among themselves. " ijy 

On May 29th, the day before settling day, and caIMp 
“ticket-day,” or “name-day,” the broker v/ho bought 
shares, and i.s referred to as the ultimate buyer, wrote^^& 
a ticket m the form illustrated and handed it to the joi^W: 
from whom he purchased them, W, Adams. This ,tic^ 
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was a demand V) produce the shares on the morrow and 
a promise lo pay £,2~^ for them; and as it was the first 
occasion upon which Adams knew the name of the client 
to whom the shares were to be transferred, this day is 
sometimes called name-day. Adam.s endorsed the ticket 
and .pas.scd it on to his seller, Clements, who like.wise 
endorsed it and passed it on to Drake, who also endorsed 
it and handed ii to HJl-; ; and, in turn, lillis endorsed it 
and passed it to K. Ford. t)n .settlinij cki)’, ]''ord, then 
knowing to whom the shares were to he transferred, pre¬ 
pared a deed of transfer to which he .secured the signature 
of his client, F. Gates, (jf Swan.sea ; and this transfer deed, 
together with the share certificate, was handed to Barnet 
& Co. on settling day in c.-cchangc for their cheque for 
; 6275 - 

The settlement of difference hy the members of the 
Stock I'ixchange was effected by ]''ord giving a cheque 
to Ellis for Ellis paying Drake £2^, and Drake 
paying Clements £\2 (.></. ; re.sniting in a net profit 

of ^^'25 to Ei'is, £i2 tor. oJ. to Drake, and £12 lo^. od. 
to Clement.s. 

The broker’s profit is not derived from any difference 
between buying and selling prices, as they merely acted 
for clients, and reccis«:d from them a commission or 
brokerage of say, ^d. per share, or £\ 5j'. od., fo*r their 
services.(rt) * '• 

Barnet & Co. then got their client, Jame^ Johnson, to 
also sign the transfer deed, afterwards depositing both the 
deed and the share ceitificatc with the X. Y. Z. Co., Idd. 

In due course, this company entered the transfer in 
their register of* transfers, and in their register of members, 
• and made out a new certificate for 100 sharcq in the name 

(a) The talc of commissmu is iiol fixcxl i»y any lulc of ilic ^lt»uk Exchange, 
but for large dealings in stock it is gcncrAlly cent., (>d. per ^too. 
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of James Johnson ; and thus the transfei was completed. 
The student is requested to compare the documents 
illustrating this transaction throughout, including the 
transfer deed. 

This method of settling differences has been a stumbling- 
block to many .students, and the writer has found the 
following the most satisfactory way in which, to present 
it to them. 

The ticket is Barnet and Co.’s promise to pay £ 2 "]"^ 
upon production of transfer deed and ccrtific.ite. Regard 
it, for the moment, as a cheque for ^'27 5 drawn by Barnet 
& Co. This they give to Adams, Adams handed it to 
Clements, Clements passed it on to Drake; but as he only 
ow'cd Drake ^262 tor. Oi/,, he asked for £\ 7 . tor. od. 
change, and so on. Viewed in this light, the ‘difference 
due to or from each member is made clear. 

The members of the Stock K.xchange do not need to 
pass cheques for each difference, because they may have 
very many transactions with each other during the period 
of an account (a fortnight), and it is a simple matter to 
prepare a statement of the various differences, debtor and 
creditor, and strike a balance showing the net account to 
be received or paid. The settlement of all such accounts 
must be made on settling-day ; and it by cheque, which is 
usual, k must be drawn on a clearing banker, so that each 
member’s banking account 'wfll be debited with his pay¬ 
ments and .credited with his receipts at the same time. 
The system by which cheques are clcai'cd is explained 
in the chapter on “Cheques,” and the totril clearing on 
tlic days set apart for Stock Exchange settlements is 
largely in excess of that of ordinary days. • , 

The rules'.of the Stock Exchange include several whic^ 
arc devoted to breach of contract by a failure to pass a 
ticket in due course. It is obvious that the ticket must be 
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passed to the fi.'st jobber early in the day or it cannot 
reach the ultimate seller on that date ; indeed it should be 
in his hands fairly early to enable the st.itcmcnts of 
differences to be compiled and cheques prepared for the 
morrow (seitling-day). In the case of ordinary shares or 
stod^tiansferablc by deed, the latest time for the first issue 
of the ticket is le.o noon, and if the buyer does not issue 
it before that lime be may be liable for any loss resultitcq 
from the dc!..e. Ivich intermediary must pass it aloii" so 
that it anives in the hands of the ultimate .seller before 
230 p.m., failii.q uhich the holder at .2 o'clock will be 
liable for any lus ; but the holder at 2 p.m., will incur no 
liability if the ultimate seller get it by .2.30 p.m., and so 
will hurrv it fo'-waul. 

It the ifitimatc seller in the case illustrated, B. Ford, had 
not received ‘he ticket at 3.30 p.m., he would not know to 
whom ho was to h o': for riaymcnt, and would therefore sell 
the shares again for cash, and charge any loss arising from 
a falling price the offender. He w'oiild not, however, 
make this sale icoonally, but would take the securities, 
etc., to the bnyisg-in and selling-out department, to be 
sold, and thi; department would pay B. Ford the sum he 
agreed to sc'l at, and iccover any loss from the member 
who made a breach of the rules. It is easy to discover the 
offending member, because where a ticket is handed to a 
member after one o'clock, Hc’causes a line to be drawn 
with the. hour .stated upon it denoting that .he did not 
receive it iiWil that time; anothei line being drawn at 
1.30 p.m., and still another at 2.0, and finally one at 2.30 
p.m. 

Tickets relatiitg to Shares must be issued before 

2 o'clock on the day previous to ticket-day, and must 
reach the ultimate seller before 6 p.m. 

The rules as to time for issuing and passing the tickets, 
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and selling-out and buying-in, vary with th6 clas? of security 
dealt in, and arc reproduced here;— 

Rui.k 104.—The Iniyer, who takes up securities deliverable by 
deed of transfer, shall, before twelve o'clock on the ticket-day, or 
in the case of securities dealt in in the mining markets hefote two 
o’clock on the preceding da)', issue a ticket, with his name ak 
payer of the pui chase-money, which ticktd shall contain the 
amount and denomination of the -.ccurity to lie transferred; the 
name, address, and dcscrijrlion of the transferree in hill; the price, 
the date, and the name of the member to whom the ticket is 
issued. Kaeh intermediate seller, in succession, to whom such 
ticket shall he passed, shall eirdnrst' thereon the name of his 
seller. 

All tickets representing sccurilii:s winch, at the time, are subject 
to arrangement by the settlement department, shall ‘ho passed 
through the aceounts at the malring-np jirice of the contango¬ 
day, and the securities paid lor at that price; but the considera¬ 
tion money in the deed must lie at the price on the ticket, (li) 

The passing of tickets shall commence at ten o’clock. 

Tickets may be left at the office of the seller up to twelve 
o’clock on ticket-days,‘and for securities dealt in in the mining 
markets up to two o’clock on the general contango-day. After 
these hours all tickets must he jiassed in the Settling room. 

Tickets may he placed in the hoxeij in the settling room up to 
eleven‘o’clock on the accoiinl-day, and-also up to eleven o’clock 
on the day after account-day. ^ , 

Tickets may he issued and passed on the day before the tidew 
day, but the I'luying-in upon tickets so issued shall not he allowed 
until the eleventh day after the ticket-day. 

A member receiving a ticket from tlie issuer after twelve 
o’clock on the ticket-day, or for securities dealt in in the mining 
markets afte^ two o’clock on the general edntango-day, shall 
note the fget on the hack of the ticket; .and a memher receiving 
a ticket aft* three o’clock on the ticket-day, or for securities- 
(n) Sec clearing-house, p. 213, 



COURSE OF BUSINESS ON THE STOCK EXCHANGE 207 

dealt in in (jic mining markets after six o’clock on the gener^ 
contango-day, or at any time on any subsocjucnt day, shall mark 
the (kite and exact time at which such ticket is received. 
lt*s also reijuired that the hoider of a ticket at 
one o'clock, 
hall-l'ast one, 

I wo o'cliK'k, 

and haU-ijast two on the ticket-day, 
or for securities dealt in in the mining markets at two o’clock and 
at every half liour up to halfpasl five on the general contango¬ 
day, shall endorse such times on tlic hack of the ticket. 

Members omitting to note llu- times thus fixed may become 
liable for losses occasioned liy sclling-out m c.ase undue delay is 
urovod under iho iiiovisions oi Rule 1.^3. 

Huik T3T.-™'rh(' seller of inscribed slock for the consols - 
account or for a specified day, who shall not receive a ticket by 
half-past one o’cloek, or a ipiarter-past twelve o’clock on Saturdays, 

may sell out against me buter. 

If such ticket siiall not have been regularly issued before half¬ 
past twelve o’( look, the i.ssucr thereof shall he responsible for any 
ioss occasioned .y me selling-out. .Sl.ould the ticket have been, 
regularly put in . Irculafon, the holder at half-past one shaU be 

''rui.k I?s.- l'he selScr of inscribed slock dealt in for the 
ordinaly account, wlio shall nob receive a ticket by three o’clock 
Tthe ticket day, may ^11 out against the buyer on the V.count- 

day or on any subsequent day.* *• , j , c . 

" If a ticket shall not have been regularly issued before , 
'^kdock on the ticket-day, the issuer thereof shall be responsaK 
for any loss occasioned by such selling-out. Should a ticM;; 
Mvrbeen regularly put into circulation, the holder M threoj 
o’clock on the ticket-lay shall be liable. In case of selli^-oitt. 

day. the holder of the ticket ^ three 
on the previous day, or at one o’clotjc on Satutdays, sM ^ 
Uable. Should, however, undue delay m ^ssnng Ue 
proved, the member causing such delay will be hqld responsible.' 
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Jil I E 133.—'J'hi' ilulivcrcr of securities ck'liiteral)lc by eked of 
transfer, who shall not receive a ticket by half-past two o’clock 
on the ticket-day, may sell out such securities iijr to three o’clock 
on that day or any siibscqiu'nt day. * 

If the security be one ot those undeitaken by the scltlemcnt 
de])aitm('nt, wiitlen notice statin;.; from whom a ticket is required 
must be t;iven to the depaitmcnl at least one hour before such' 
sclling-out, and in no case shall such securities be sold out before 
twelve o'clock. 

If a ticket, cMcpt I'or secuiities dc.ilt in in the mining; markets, 
shall not have been lequlail) issued bi lore twelve o’clock, the 
is.sucr thereof sb.dl be responsible for any loss occasioned by 
selling-out. Should a ticket have been regularly put into i ircula- 
tion, the bolder thereof at tuo o’cloik shall be resiioii.sible for any 
selling-out on the ticket-day. If the selling-out take place on the 
account-day, the bolder of the ticket at three o’eloilc on the 
ticket-day shall be liable, unless such ticket was in the .settlement 
deiiartment at three o’clock, in wliirli case the holder of such 
ticket at live o’clock shall he Ii.alile. 

If a ticket for securities dealt in in the mining markets shall 
not have lieen regularly issued before two o’clock on the general 
contango-day, the issuei* thereof shall he re.sponsible for any loss 
occasioned by selling-out. .Should a ticket have been regularly 
jiut into ciiculation, the holder thereof at two o’clock on the 
ti(ket-day shall be responsible fqr any selling-out on that day; 
ami the* holder of the- ticket at si.v o’chick on the general con- 
tango-d.ay shall he responsible f»r,'iny selling-out on the account- 
day, unless the ticket was in the settlement department at six 
o’clock on the general contango-day, in which cas^ the holder 
of the ticket at one o’clock on the ticket-day shall ho liable. 

In the case of sclling-cnit on any day after the account-day, the 
holder of the ticket at three o’clock on the previous day, or one 
o’clock on Saturdays, shall be liable, unless he‘ran prove undue 
delay in pgssing the ticket. 

Rtu.r, i34.'~Should the deliverer allow two clear days from 
three o’clock oi^ the tickcl-duy to elapse without availing himself 
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of his right to sijl'out, Iris buyer shall he relieved from all loss in 
cases wherd Ihe ticket has not been passed in consequence of the 
l)uhli(' declaration of any meinher as a defaulter. If a seller dSes 
not»deliver securities within thirteen clear days from the ticket- 
day the intermediate buyer from whom he reteived the ticket 
shall he released, and the issmu' diereof shall alone remain 
responsible foi the payment of the purclia.ie money. 

A breach may occur on the p:irt of the ultimate seller, 
who may fail to produce the transfer deed or certificate, 
and Rules 123 to t30 provide for buying-in shares or 
stocTc to enable the ultimate purchaser to complete his 
contract with his client. 

Rui.i; 123.—Iluying-in or selling-out must be effected publicly 
by the officials of the huying-iu and selling out department 
appointed by the committee for geneia! purposes, r\ho shall trace 
the transaction to the responsible party and claim the difference 
thereon. 

RtiLE 124.—'I'hc eommiUce may suspend the bnying-in of 
securities when circiimslance.s appear to them to make such 
suspension desirable in the general’iiUerest. 'i'he lialiility of 
intermediaries shall lontinnc during such suspcnsioti, unless 
otherwise determined by the committee. 

Rule 125.—Securities shall not be hought-in while they are 
known to he out of the dontnjl of the seller for the p.-y'ment of 
calls, or the receijit of interest, dividends, or bonus. 

. Rule 126.—Inscribed stock^'bought for a.specified day and 
not then delivered, may he bought-in on the following day at 
eleven o’clock, and the member causing the default shall pay any 
loss incurred. 

Rule 127.—If securities deliverable by deed of transfer arc not 
delivered within .ten days, the issuer of the ticket may buy-in the 
same against the seller on the eleventh day after tife ticket-day, or 
on any subsequent day. 

In the case of companies which prepare their own transfers, 

M.M.B. ■ P 
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securities may be boughl-iii on the eleventh day.after the earliest 
date on which a transfer can be procured, or on any subsequent 
day. 

One hour’s public notice of such buying-in must be posted in 
the Slock Exchange; the notices to be posted not later than 
half-past twelve o’clock, or half-past eleven o’clock on Saturdays. 
Buying-in shall take place between half-past one o’clock and three 
o’clock, and on Saturdays between a quarter-past twelve and one 
o’clock. The name into which the securities are to be transferred 
must be staled in the order to buy-in, if required by the manager 
of the buying-in ami selling-out department. 

The loss occasioned by such buying-in shall be borne by the 
ultinialc seller, unless he can jtrove that there has been undue 
delay in the jiassing of the ticket on the part of any member, who 
shall in tliat case be liable. 

Securities thus bought-in and not delivered by one o clock on 
the following day, or by twelve o’clock on Saturdays, may be 
again bought-in for immediate delivery without further notice, 
and any loss shall be jxtid by the member causing such further 
buying-in. 

In case the official shall not succeed in executing an order to 
buy-in, the notice of such buying-in shall remain on the general 
notice board, and the official may buy-in such securities, if not 
delivered, on any subsequont day without further notice, but not 
before two o’clock, or before a quarter-past twelve o’clock on 
Saturdayf. .. 

Rule 128. —The issuer of a ticket who shall allow thirteen 
clear days from the ticket-day, or, in the case of companies whiclf 
prepare their own transfers, ihirteep clear days after the earliest, 
day a transfer can be procured, to elapse without buying-in or 
attempting to buy-in the securities, shall release his seller from 
all liability in resjtect of the non-delivery of the securities, unless 
he shall have waived his right to buy-in at the-request, or with 
the consent of his seller; and the holder of the ticket shall alone 
remain responsible to such issuer for the delivery of the 
securities. 
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The liability •f issuers and holders of tickets is not affected by 
the fact that intermediaries have been released by lapse of time. 

Rui.f, I2g. —Securities passing by delivery bought for any Say 
exdfept the account-day, which shall not be delivered by half-past 
two o’clock, or by twelve o’clock on Saturdays, may bo hought-in 
on .the same or any subsequent day, witliout notice, and any loss 
occasioned by such buying-in shall be bi'rne by the seller. 

If bought for the accmint-d.iy and not delivered by half-past 
two o’clock, they m.ay In bought-in on the following, or any subse¬ 
quent day. One hour’s public notice of such buying-in must be 
jiosted in the Stock Exchange; the notice to be posted not later 
than half-pa.st twelve o'clock, or half-past eleven o’clock on 
Saturdays. 

Buying-in shall take jilaco between half-jiast one and three 
o’clock, and on Saturdays between a quartcr-jiast twelve and one 
o’clock. * 

The loss occasioned by such buying-in shall be borne by the 
member, who shall not have delivered the securities by half-past 
tsfo o’clock on the picvious day, or by one o’clock on Saturdays. 

A member neglecting to fake the numbers of securities delivered 
after time shall he required to trace ^ut the member responsible 
for the loss. 

Securities dius bought-in, and not delivered by one o’clock on 
the following day, or by twedve o’clock on Saturdays, may be 
again bought-in for immciJiate jjelivery witliout further notice, and 
any loss shall be paW liy the, member causing sudi further 
buying-in. 

* In case the official shall not succeed in executing an order to 
buy-in the notice of such buying-in shall remain* on the general 
notice board, and the official may buy-in such securities, if not 
delivered, on any subsequent day without further notice, but not 
before two o’clock or before a quarter-past twelve o’clock on 
Saturdays. 

Rule 130.—A member who shall allow two clear d;^s to elapse 
without buying-in or attempting to buy-in secutilics passing by 
delivery releases his seller from any loss in consequence of the 



MiX'K 


public dochiration of any member as a (k'liUiUt% unless he shall 
have waived such right at the rcrpicst, or with the consent of, the 
scher, 


The Ckai'iiig-hivise. 

Railway companies and bankers have each their clcari,n"- 
house, the latter bcin;T fully explained in the chapter on 
“ Cheques ” in Part I. ; and the Stock Icxchange has devised 
a method of simplifying settlements and reducing the 
number and amount of necessary payments, suited to its 
particular needs. 

If a broker have, during one account, bouglit many 
parcels of a given security, and sold many others, it is clear 
that much labour is saved by his being merely required to 
take or to deliver the balance ; and if all the transactions 
were with the same ultimate purchaser or seller, an arrange¬ 
ment could easily be made between them. lint this will 
probably not be the case, and he would not be aware of it 
even if it were. 

The clearing-house, or “settlement department," as it is 
officially designated, is informed of all salc.s and purchases 
by members, of such stock or shares as that department 
deals with. The returns of many jobbers will show that 
they have to take and to deliver an equal number of many 
of the ifecurities, whilst others will show a balance to take 
or to deliver, and brokers g/hrerally will have a balance 
one way or th^e other. 

The member makes out a sheet or “ list ” headed with 
his name and the name of the stock, and showing the 
number of shares sold, and to whom, on the one side ; and, 
on the other, the number of shares bought and from whom. 
The balance'represents the net number of shares to be 
delivered ‘byohim, or to'be taken by him, and the clerks in 
the settlement department arrange who is to take or 
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deliver this bajance. As the total shares must equal the 
total bought, the settlement is an easy matter. 

In these lists there is no mention made of the ticket 
prites, which vary considerably ; the department onl}’deals 
with the number of shares to be delivered or taken by each 
mamber. 

The ticket price will, ol course, ultim itely be resorted to 
in the settlement of differences; but, for the purpose of 
immediate settlement, an uniform price is arranged, called 
the “ makintj-up price.” 'I'his is the average price of the 
givbn security on contant^o-day or ticket-day, as ascertained 
by the scltlcincnt department about mid-day on those 
cl cites. 

The clearing-house puts the ultimate buyer and ultimate 
seller itito communication with each other without the 
ncccs.sity of passing a ticket, but the department docs not 
deal with every .security which is bought and .sold on the 
Stock E.vchange, and passing the ticket has .still to be 
resorted to in many cases. 

Splining Tiikiis. 

The illustrated ticket contains a reference to the possi¬ 
bility of the ticket bciag dU^ided or “ split.” 

A jobber may self 100 shares in one parcel, and buy two 
.parcels of 50 shares each. • «is book is e.ven, but when the 
"ticket for 100 shares is delivered to him, he,cannot pass it 
on to twe?other members, and is compelled to "split” it. 
He retains the original ticket, and makes out two others, 
each for 50 shares, which he passes to his sellers, inserting 
therein the niMubcr of the original ticket, the name of its 
issuer, and his own name as divider. It ni^ be that some 
slight’loss is incurred by this splitting, and h« vv*ill be liable 
forthat loss. The transfer stamp duty would be £i ss. on 
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a consideration of £250, but if the transfer? arc for £20^ 
and £4^, the stamp duty would be £i 2.v, 6d., dnd 5r, re- 
sptctively, so that 2s. (id. is lost by the splitting. Probably 
also the company will charge a registration fee of 2s. '6d. 
for each transfer, and here again would be a loss 2s. 6d. by 
the splitting. 

Continnaiiou, or Carrying Ovor, Contango, emd 
Itiukioardalion, 

A client who has entered into a contract to buy certain 
shares for the account, may desire to carry over the trans¬ 
action until the ensuing account. For this purpose he will 
approach his broker on the day before ticket-day (a day 
called variously contango-day, continuation-day, an^ carry¬ 
over-day), who will, generally, arrange with the jobber from 
whom he bought the shares to carry-over the transaction. 
Two considerations will determine the amount to be paid 
for this continuation. First, there is perhaps a difference 
between the agreed purchase-price and the “making-up 
price ” already referred, to ; and, next, there is the “ con¬ 
tango,” or interest on the money from one settling-day to 
the next. Although the jobber agrees with his buyer to 
defer the settlement, his seller may not so agree with him, 
and he will be compelled to accept-.the delivery of the 
shares and pay for them ; anddi£ is, therefore, entitled to 
interest on the money he so advances. Continuations are " 
of very frequent occurrence, and a jobber has npt always 
capital at his command to take in large quantities of 
shares, and has recourse to borrowing from his banker on 
their security; the banker charging a ra^p of interest 
varying with the market rate of interest, and the nature of • 
the security offered. , 

Another client may have Instructed his broker to sell 
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certain stock jr^ich he does not possess, in tlie hope that 
the price nvill fall before settling-day, and he will* be able 
to secure it at a lower price than that at which he sold* it. 
Should he wish to carry over his bargain until the next 
settlement, his broker may be able to arrange this upon 
payment of a premium or fee called " backwardation.” It 
is conceivable that there may be a desire on the part of 
bulls and bears to carry over a particular stock, and whether, 
in such case, the bulls should pay a contango or the bears 
pay backwardation, would be generally settled by the 
ordinary laws of supply and demand. Any real demand 
for a particular stock coupled with a scarcity of it in the 
market is sure to result in the bears having to pay back¬ 
wardation. The rate of backwardation, like that of con¬ 
tango, is affected by the market rate of interest, but in the 
reverse manner. When money is dear contango is high, 
because the bulls arc asking to postpone payment at a 
time when the money would command good interest; 
but the bears are only asking to postpone delivery of 
securities, le.aving the buyers in irossession of the purchase- 
money, which can be let out at a latfge rate of interest, and 
thus the backwardation is low when there is stringency in 
the money market. The rates for contango and back¬ 
wardation may, therefpre, ^e said to depend mainly upon 
the supply of, and dtmand for, the securities, and’thc state 
of the money market. • ^ 

Bought contract notes do not usually state^the distinctive 
numbers of the shares bought, nor the name of the holder 
from whom they are purchased. As has been seen, the 
buying broker has no knowledge of these particulars until 
settling-day. , 

Bank shares are on a different and distinet footing, and 
for this reason that a highly speculative cf^libg in bank 
shares is very undesirable. If, in consequence of very 
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speculative dealings, the shares of an ordinary company 
are subjected to considerable variations in pried, the only 
people likely to suffer arc some of the speculators ; but a 
sudden drop in the value of the shares in a bank duefto 
such speculative dealings, might cause a run upon the 
bank and affect depositors as well as speculators. Credit, 
upon which our commercial tran.sactions are based, is bound 
up in the security of our banks, and although bank shares 
should be readily saleable, they are of a nature which 
should not be subjected to the influence of bulls and bears. 
It is necessary that the bought and sold contract notes 
should state the distinctive numbers of the shares bought 
and sold, that the transaction should be for the purchase 
of certain shares which are in the possession of the seller, 
and Leman’s Act provides that no contract is Icgai which 
docs not contain this information. 

Unfortunately this Act is frequently ignored in the usage 
of the Stock Exchange, and the prevalence of such a state 
of things has given rise to more than one action at law. 
In nearly every market, t,hcre are rules and usages which 
are specially confined ‘to that market and not of general 
application. 

How far the High Courts will uphold contracts formed 
according to such usage is not ca-sy to determine, but, 
generall/, it may be said that they “will recognize any 
universal custom of a market,'ifi it be a reasonable one. , 
In the case of bank shares just referred to, it can hardly be 
claimed that the usage is reasonable, since it is camtrary to 
the spirit of an Act of Parliament, and the question of its 
validity will then rest upon whether or not the client was 
aware of such custom and usage. A broker cuing a client 
for the amount'due on a contract for the purchase of bank 
shares whefe the numbers of the shares were not stated on 
the contract note, must prove that the client was aware of 
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the custom of the Stock Exchange by which these shares are 
bought and sold witliout the numbers being given. It is 
the duty of a broker to acquaint his client with all customs 
an(f usages of the house which may be called unreasonable 
or not strictly legal 

There is a very salutary rule of the .Stock Exchange 
which docs not recognize dealings in future dividends. 
The committee recognize dealings in all clas.scs of 
.securities as to which a settlement has been granted, but 
not in the dividends of those securities. 



Cl rAFTER V. 

OPTIONS, DULLS, AND BEARS. 

The purchase of stock or shares for investment forms 
but a small portion of the business conducted on the Stock 
Exchange. Many people buy with the sole object of selling 
again before the settlement, reaping a profit or sustaining 
a loss, which is measured by the difference between the 
prices at which they bought and sold ; and it has been seen 
that, if the anticipated rise have not taken place before 
settling-day, they may arrange for a carry-over until the 
following settlement. They are “ bulls,” looking for an 
advance in the price bf the shares. If is easy to under¬ 
stand that a holder of shares who believes that their value 
will decrease, may be induced to sell them before the fall 
takes place; but it is not so easy ta see how one who does 
not possess shares may profit by their fall. Shares are 
constantly sold by men who rbt only do not possess them^. 
but never intend to handle them. They sell to-day at 
market prices, in the hope that the price will falH and they 
will be able to purchase them before the settlement at a 
less figure than they sold them for; the difference being i 
their profit. Indeed, they will probably* instruct theii’ 
broker, first ^o sell, and then to buy, and pay them the 
difference between the two prices. They are "bears," 
looking for a fall in the price of the shares. 
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This is a spgcies of speculation hardly discernible from 
pure gambling, and it is, perhaps, advisable to distinguish 
between a speculation and a wager. The Stock Exchange 
dodfe not recognize “ difference bargains,” and the broker 
actually buys and sells the securities on the instructions of 
his.client. If, at the settlement, there is one sum to be 
paid to the client and another to be paid by him, the pay¬ 
ment of the difference is ,i matter of account only, and there 
is no wager. Where an outside broker engages to receive 
orders to buy and sell, and settle on differences only without' 
delivery of the securities, the transaction is a pure gamble 
for a rise or fall in prices. 

Slome of these brokers enter into bargains on the “cover 
system,” requiring the client to deposit a stated sum to 
cover pft)bable fluctuations in i)ricc, and if the price falls 
lower than the cover provides for, clo.se the account and 
the client sfmply loses the sum deposited. 

Example. —A person, believing that a cert.iin comp.any’s shares 
will rise in price in (he nc.ar future, wishes to benefit by that ri.se to 
the fullest extent, and asks a broker whaf .ai^imint of “ cover ” he needs 
in return for which Ike mil hold a large number of the shares at his 
disposal at to-day’s market price. An outside hrokcr may need only 
a very small percentage of that price as a present payment, but 
secures himself by retamin|> j rijjht to sell the shares if the market 
price drops to such an extent that he might su.stain a loss by further 
holding them. Whilst they rise in price the client is not troubled, 
»nd may, at any time he thinks op^fortune, instruct the broker to close 
the account by a re-sale and pay him the profit. 

Options arc dealt in by outside brokers and witliin the 
Stock Exchange, and arc a highly-speculative form of 
dealing. A cli*nt pays a certain fee, in return for which 
he receives an option to buy or sell given* securities at 
a present agreed price, at any Vime during *a period 
named. He may exercise his right to buy or sell, or not, 
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and Ihi; fee he paid is merely the considtration for this 
right. 

A right of option to purchase stock at a future time, 
and at an agreed price, is a “ Call Option.” The person 
paying a fee for such option is a “ bull,” and believes that 
the price will rise, rvhen he will call upon the broket to, 
deliver the securities at the lower price, and probably also 
instruct him to sell them again at the enhanced market 
price. 

A right of option to sell stock within a specified time, at 
a present agreed price, is called a “ Put Option,” and the 
person paying a fee for such right is a " bear.” He thinks 
the price of the sccuiity will fall, and he will then require 
the broker to sell them for him at the higher price ; 
probably also instructing him to purchase them' at the 
lower price to enable him to deliver them. The broker 
enters into these transactions with a jobber, being himself 
the agent of his client. 

A “ Put and call Option ” or “double Option ” is a com¬ 
bination of the two, and confers the right upon the client to 
either purchase or sctl the securities. Any considerable 
fluctuation in price either up or down would benefit him, 
but the fee charged for the double option is proportionately 
higher., 



ChAPTKR VI 

ICNGLTSH, COLONIAI,, AND FOREIGN, AND 
OTHER SECURITIES 

Funds is a term applied to the public debts of various 
countries, and includes debts which arc said to be " I'undcd,” 
and otlifr-s which arc said to be “ Unfunded.” 

Applied to the national debt of Great Britain, the 
‘‘ Funded’’.debt comprises all those loans raised in respect 
of which the Government promises to pay interest in jjcr- 
pctuity,bul docs not undertake to repay the principal; and 
the “ Unfunded ” debt comprises all loans raised for a 
stated period, and as to which the government contracts 
to re-pay the prilicipal at a stated date, and pay interest 
on the amount during the currency of the loan. The 
funded debt is an interminable debt; the unfunded a 
terminable debt. 

Applied to the national (j^t of other countries, the term 
Tunded refers to loans raised upon the specific security of a 
certain fupd. Some of the China loans are “specially 
secured by the hypothecation of tITc Imperial maritime 
customs revenue of the treaty ports of China ; ” other loans 
to Egypt are “^secured on the property transferred by the 
Khedive to the State,” consisting of lands,*010.; Turkey 
has borrowed on the security of the Egyptia^ tribute, “ on 
the sheep tax and tithes in certain provinces,” etc.; and 
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because there is a fund set apart for the payisicnt of interest 
and repayment of principal the term " funded’* is applied 
to' all such foreign loans. Where a foreign country borrows 
money without any specific security, the term “ unfundbd ” 
is applied to them. Nearly all foreign loans bought in the 
London market are terminable. 

In the early days of the national debt of this country, all 
loans were terminable. The Government, which had extra¬ 
ordinary expenses to meet, could not raise by taxation a 
sum sufficient for pressing needs, and borrowed money for 
•a term of year.s. The demands upon them occasioned by 
a war could not be met by a single j’car’s revenue, and 
were distributed over a number of years by the raising of a 
loan, and the creation of a .sinking fund, consisting of a 
portion of the revenue of each year, sufficient td pay off 
the loan at maturity. The public eagerly subscribed to 
the loans, and, in course of time, the Government created 
a permanent or funded debt. Even then, however, it was 
intended to form a sinking fund for the ultimate redemption 
of the debt, as is testified by many Acts of Parliament. 
Nearly two hundred 'years ago, in 1715, the public debt 
amounted to about .^37,000,000, the interest on which was 
5 and 6 per cent.; additions made during the next forty 
years bi ought the total up to*;^77!000,ooo, but the rate of. 
interest was gradually reduced to 4‘and 3 per cent.; the 
war with France (i75C-i763il taused a considerable augji 
mentation of, the debt, raising it to 13 3,000,000 ; the war 
with America resulting in its independence further raised 
it to 245,000,000; and then followed, after but a short 
peried of peace, the long struggles with Napoleon, during 
which vast sums were borrowed, bringing up the national 
indebtedness' to ^’900,000,000. The estimated population 
of Great britaln and Ireland, in 1815, was 20,000,000, and 
the average debt per head ;^45. 
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Notwithstanding several special calls made ugon the 
Government in respect of compensation to slave-owners 
upon the abolition of slavery, the provision of food for tfie 
pecfple of famine-stricken Ireland, and other matters of 
minor importance, during the period 1815-1850 the sum 
of £11X1,000,000 was applied to the reduction of the debt; 
*and, although the Crimean War added ,^30,000,000 to it, 
this was but a temporary increase, successive Governments 
adopting methods for its reduction, until, at the close of 
the last century, it was but little over /'6oo,ooo,ooo. The 
population was then about 40,000,000, and the debt per 
head ,^15, against ,^45 in 1815. The South African War 
has once more increased the total indebtedness, but the 
principle cf applying part of the annual revenue during 
times oT peace to the reduction of the debt is firmly 
established. 

Consoh.-'-Vit ionsolidated debt of Great Britain, which 
forms the major portion of the country’s indebtedness, was 
formerly calicl the “three-per-cents,” because interest 
thereon was payable half-yearly art the rate of 3 cent, 
per annum. In j88y the interest v^as reduced to 2% per 
cent, untii 1903, and thereafter until 1923 to 2I per cent,, 
at which date it will be optional with the Government to 
redeem them. Other Ooverniment securities are Annuities, 
Irish Land Stock, National War Loan, Local Loans Stock, 
«nd Exchequer Bonds. _ 

Colouiul Gov^yfivisut S^cuyitics are, like* the British 
funds, geherally inscribed in the bjpoks of the Bank of 
England, and comprise loans to almost every Colonial 
Government. 

Foreign GoiJtrnment Securities are mostly represented 
by Bonds payable to bearer, and not, therejbre^ inscribed 
in any register. 

Corporation and County Stocks, of the United Kingdom 
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arc principally inscribed in the books o/ the Bank of 
England or one of the leading Banks. 

Q>lonial and Foreign Corporation Stools frequently take 
the form of Bonds, or debenture bonds, payable to bearer, 
though some few are inscribed or registered. 

British and Irish Raikoay Capital may be represented 
by Stock or Shares {mostly the former), and is registered' 
in the books of the companies. Many railway companies 
also issue Debenture Stock, which is likewise registered. 

American Railroad Stocks and Shares are either 
registered, or “Share warrants to bearer” with or without 
the right of registration. A few com]>anies issue Sterling 
Bonds. 

British Bank Capital is always registered, and generally 
not fully paid up. There is also a Reserve liakility on 
nearly all Bank Shares. 

Commercial and Industrial Companies issue Shares or 
Stock on Debenture bonds, and the holder’s name is 
registered in the books of the company. 

Insurance Companies' Shares are registered, and there is 
usually a large uncalled liability on them. 

Mining Shares are, as a rule, registered in the books of 
the companies, and, where the registered office of the 
company is outside Great liritapi, a special register is 
sometirnes kept for British shareholders. 

East India Railways. —Tb-, interest on some of these is 
guaranteed by the Government, and the stock is inscribed ■ 
in the books of the Bank of England. ' 

There is only one settlement each month for Consols, 
and it is called the Consols settlement; but dealings 
in certain other stocks of council and miunicipal cor¬ 
porations, anb Indian loans arc settled on that date. 

Colonial and foreign stocks dealt in for the account are 
settled monthly, on the day set apart for foreign settlements. 
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Other classjs'of securities are settled twice a laonth, the 
period of»each account being i<i or ly days, according to 
circumstances. 

Chree days are occupied in the settlement, the first being 
contango-day, the second ticket-day, and the third settling-' 
d^ or pay-day. The contango-day for mining shares has 
' latterly been fixed a day earlier than the ordinary contango¬ 
day. 

Stock may be bought and sold “for money” or “for the 
account,” but dealings for money must be declared as such 
at the time of the bargain. 

Nearly all the principal stocks have a short name on the 
Slock Mxchangc. The Consolidated Stock of Great Britain 
is called “ Consols ” for short; and the Railway Stocks have 
short iMimes derived cither from the name of the railway 
or one of the prominent towns on its system. 

Westeriw * - Gi ,mi Western Railway Ordinary .Stock. 

Fknslerns = Gieat F.astein Railway Orclinai'y Stock. 

Soutllerns } “ l-^ndou .ind Soutli-Westcru Railway Ordinary Stock. 
Rritibli - Norlli British Rail\v;if Ordinary Stock. 

Calcys - t'nJedonian R.iilway Ordinary Stock. 

Mots. = Metropolitan Railway Ordinary Stock. 

Distiicls = Mciiopolitan District Railway Ordinary Stock. 

^'^I'liin^ghams)) ” London amt N»rth-Wcstern Railway Ordinary Stock. 
Leeds = Lancashire and Yorkshire Railw.ay Ordinary Stock. 

* ^'potteries) /" -^'"rth StaffordsTiirc Railway Otdinary Slock. 
Berwicks ^ — N orth-Fkistcrn Railway Consolidated Stock. 

Dovers - South-Eastern Railway Ordinary Stock. 

Chats. (Chat -1 /London, Chatham and Dover Railway Ordinary 
hams) / “ \ Slock. 

Yorks =;»Grcat Northern Railway Ordinary Stock, 

^'sheffields } = Railway ^Ordinary sjock., 

Crightons London, Brighton, and South Coall Railway Ordi¬ 

nary Stock. 


M.M.B. 


Q 
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Deferred Stocks of these Railway Comfjevnies generally 
take the''form of a girl's name, beginning with the initial 
letter of the Ordinary Stock short name. 

iScrthas, or \ _ j London, ISritihton, anti South Coast Railway Deferred 
Brighton A.) t Stock. 

Coras — C.ilcdonian Railway Dcfeiied Stock. 

DOTas, or t South-lCasterii Railw.ny Dd'errod Stock. 

Dover .\. ) 

Noras -- Cro.u Northern Railway Deferred Stock. 

Saras = ('.rent Central Railway Deferred Stock. 

The initial letters of some, or all of the long names, form 
appropriate short names to a few Stocks and Shares, as 

Bags ■- Buenos Ayres (ireat Southern Railway Stock. 

L'urs = Central Uraguay or Montevideo Railway Stock, 

('.ips = (ireat Indian I’eninsular Railway Stock. 

Wags West Australia Goldlields. 

Other short names are in use, and, as a rule, it is e^sy to 
connect them with the Stocks or Shares they represent. 



CHAPTER VII. 

SECUKITIKS WHICH MAY BE DEALT IN ON THE 
■STOCK EXCHANGE, 

A VERY onerous duty devolving upon the general 
purposes committee is the admission of new securities to a 
settlement on the Stock Exchange. This admission is of 
great importance to new companies, or authorities desiring 
a new loarw Shares or securities which arc not bought and 
sold on the London Stock Exchange are not readily dis¬ 
posed of, and their price is consequently lower than if they 
were quoted on the official list. 

Before the committee will grant* a special settling-day 
for any new security, certain rules must be complied with ; 
and the first settlement must be on a special day fixed by 
the committee, all subjefluent settlements being made on 
the ordinary scttling^ay. 

The rule governing the apRointment of a special settling- 
*day, for bonds of scrip of a new loan is as foUows :— 

The secretary of the share and loan department shall give three 
days’ public notice of any application for a special settling-day in 
the scrip (a) or bonds of a new loan, previously to its being submitted 

to the committe», who will appoint a special settling-day provided 

• 

(a) Scrip is a provisional certificate ksued upon paymeiil^ot qie first instal¬ 
ment of a loan, the bond being issued only after the last instalment has 
been paid. 
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tlial sufticicnt scriii or bonds are ready for delweiy, and that no 
impedimeiit exists to the settlement of the account. 

'xho application should he accompanied by the prospectus, by 
notarial cojiies or translations, or othei satisfactory evidencq^ of 
the powers under which the loan is contracted, and by a certificate 
verified by the statutory declaration of the contractors or agents 
stating the amount allotted to the inihlic, that the scrip oi bonds 
are ready for deliveiy, and that they arc in leasonahle aitiounts. 

A special settling-day having been appointed, further 
particulars arc required by the committee before they will 
allow the scrip or bonds to be quoted on the official list 
of prices. The next rules set forth these additional 
requirements ;— 

d'he comiuiltee may ordei the quotation ol the scrip or bonds 
of any loan, the. dividends of which are jiayable in this country, 
irrovidcd that the docunieiiis specified in rule 131 have been 
funiislicd ; that the loan has been publicly negotiated by tender, 
contract or otherw ise, that the bonds specify the amount and con¬ 
ditions of ihc loan, the piowers under which it has been contracted, 
and the numbers and denominations of the bonds issued, and 
that they hear the autographic signatuie of the contractor or 
properly authorized agent. Bonds will not be admitted to quota¬ 
tion until a s]iecimcn has been submitted to the committee. 

Bonds, the dividends of which are payable abroad, may be 
(piotcd upon satisfactory jirool of the amount created and issued, 
and of the official quotation in the, country where issued. 

Shares in new companies arc dealt with in a somewhat 
different manner, as will be seen from the following 
rules:— 

The secretary of the share and loan departmert shall give one 
week’s public notice of any application for a special settling-day 
in the shares,or other securities of a new company, previously 
to such application being submitted to the committee, who will 
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appoint a specijU settling-day provided that sufficient scrip or 
shares aroready for delivery, and that no impediment'exists to 
the settlement of the account. 

The application should ho accompanied hy the following docu¬ 
ments 

The prospectus, tne Act of I’arliament, the article.s of associa- 
■ tion, or a certificate that the company is constituted upon the 
cost-book system, unilm the Stannary Laws; the original applica¬ 
tions for shares, the allctment-hook, signed hy the chairman and 
secretary to the company, and a ceitificate verified by the 
statutory declaration of the chairman and the secretary, stating 
the number of shares applied for and unconditionally allotted to 
the ptiblic, the amount of deposits jtaid thereon, and that such 
deposits .arc absolutely free from any hen ; the bankers’ pa.ss-book, 
and a certifi'-atc fiom the bankers, stating the amount of deposits 
received. 

The committee may order the (pioUation of a new company in 
the official list, provided that the company is of sufficient magni¬ 
tude aftd importance; that the documents specified in Rule 135 
have been duly furnished; and that the prospectus has been 
publicly advertised, and agrees sub.stantially with the Act of 
Parliament, or the articles of association, and in the case of limited 
companies contaiilS the memorandum of association; that it pro¬ 
vides for the issue of not less than one-half of the nominal capital, 
and for the payment of ten per cent, upon the amount subscribed, 
and sets forth the arrar^tdhienft for raising tlie capital, ijhethcr by 
shares fully or partly paid-up, with the amounts of each respec- 
•tively, and also states the amTii^it paid, or tc/ be paid, in money 
or otherwise to concessionaries, owners of propeiky, or others on 
the formation of the company, or to cojjtractors for works to be 
executed, and the number of shares, if any, proposed to be con¬ 
ditionally allotted ; that two-thirds of the whole nominal capital 
proposed to be •issued has been applied for and unconditionally 
allotted to the public (shares reserved or granted tn lieu of money 
payments to concessionaries, owners *of property, of others, not 
being considered to form part of such public allotment), that the 
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articles of association restrain the directors fwin employing the 
funds of The company in the purchase of its own sharos, and that 
a fAember of the Stock Exchange is authorised by the company 
to give full information as to the formation of the undertaking, 
and be able to furnish the committee with all particulars they may 
require. 

In cases where fully paid-up shares have been granted in lieu of 
money payments, an official certificate will be requited that the 
contract providing for the issue of such shares has been filed 
wiih the registrar of the joint stock companies as prescribed by 
the 25th section of the Companies Amendment Act, 1867. 

When a bargain is made in the Stock Exchange, it may, 
if it refer to securities on the official list, be recorded or 
registered on a board kept for that purpose in the house ; 
and the record of the prices of such securities are ‘f taped ’’ . 
all over the country, or copied into the many editions of 
morning and evening newspapers. The public is thus 
enabled to see the course of business in the shares and 
acquaint themselves with the present value of each; and 
it is the object of every qorapany desiring a good market 
for its shares, to secure permission for their quotation on 
the official list. 

It would be impossible for the committee to attempt to 
adjudicate upon the soundness of gvery new undertaking, 
and the)^ are not concerned in the reasonableness or other¬ 
wise of the purchase price paid <to the vendors; their rules^ 
are directed tp prevent the promoters using the machinery 
of the Stock Exchange to deceive the public by making 
a. fictitious inflation of prices look like a public deraan(|| 
for shares, where it is really only a “ cornering.” 

Promoters have been known to issue a prospectus settiif 
forth that th6^ shares in a company are offered for public 
subscripti6n,4iut have themselves sent in applications for 
large numbers of them, either in fictitious names or in the 
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names of thqr'own nominees, and with the result that 
most of the shares were allotted to them. Having pro¬ 
cured the necessary special settling-day for their shates, 
tHfey next gave orders, through the medium of their 
nominees, to brokers to purchase large parcels of these 
shares. The jobbers who sold the shares, soon found that 
there was really only one source from which they could 
buy. The promoters had awarded themselves nearly the 
whole of the shares, and had then bought through the 
Stock Exchange more than there were in the market, 
refying on the rule of the Stock Exchange that a member 
must carry out his bargain. They expected to see the 
buying-in rule brought into force and knew that only they 
could supply the shares, therefore they determined to ask 
a ver^ high price. Obviously, this would be setting in 
motion the rules of the house, not for the purpose of pro- 
4;ccting thh public, but for the benefit of a set of schemers 
who ’deserve the consideration of no man ; and the com¬ 
mittee have, ’n such cases, suspended the buying-in rule, 
and withheld or revoked permission to an official quotation. 



CHAPTER VIII. 

nF.KAULT ON THE STOCK EXCHANGE. 

“A MEAHiER unable to fulfil his engagements, shall be 
publicly declared a defaulter by direction of the chairman, 
deputy chairman, or any two members of the committee.” 

This rule refers to members unable to fulfil Engage¬ 
ments on the .Stock Excliangc ; but a further rule provides 
that if a member is not in default in respect oPhis Stock 
Exchange engagement.s, but has been made a bankrupt or 
been proved to be insolvent, he ceases to be a member. 

If a member privately intimates to another his inability 
to fulfil his engagement’s, that other mus{ not make any 
compromise with him, but immediately communicate with 
the chairman or members of the general purposes com¬ 
mittee in order that the metnberi may be immediately 
declared a defaulter. 

There seems t<j be a general recognition that a man 
who is not solyent, or who cannot at the moment fulfil his 
engagements on the Stock Exchange, should bePiramedi- 
ately debarred from making further bargains, and although 
the rules may occasionally bear very liardly upon a dealer, 
any departure from them must weaken the Stock Ex¬ 
change membets as a body. 

When a' (icfaultcr ii declared, he is said to be 
“ hammered ; " an uniformed official of the house .striking 
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a desk with a ^Immtner and calling out the name of the 
defaultingwncinbcr. We have seen that the scttlcftient of 
differences, where the ticket passes, is governed by ticl^t 
prise ; and where the secuiity is dealt with in the clearing 
or settling department, the governing price is the “ making- 
up,price;” and when we come to deal with a member 
failing at a period between settling days, we require 
another price at whiJi differences must be settled. The 
defaulter’s estate will be liable for differences as though 
settlement of these took place on the day of his default, and 
merfibcrs who would have owed to the defaulter anything 
by way of difference if settlement had been effected on 
that date must [lay same to his estate. The fact of the 
defauiler being but one link in a chain of many concerned 
in one *ransartion, will not release the others. Bargains 
must be fu'filled, but, as to the defaulter, his liabilities and 
assets by way of ililTerences will be settled according to 
the prites ruling on the date of his default. 

The general purposes committee appoint official 
assignees win .- e duties are analogous to that of a trustee 
in bankruptcy. The official assigiftes will be careful to 
ascertain the current market price of all those securities 
in which the dcfaultei has dealings, and these prices they 
will obtain before the,hammering” of the defaulter. 
These prices will govern the settlement of their differences 
account, and are called Mmb "hammer’^ prices. In an 
ordinary business, the failure of a person to .carry out his 
contract would not entitle a trustee to any difference 
which would have been obtainable *on its being carried 
out. The trustee could elect to carry it through or not, 
but he could nat claim a difference merely. On the Stock 
Exchange, however, these differences must 'be settled in 
case of any failure. The fund created by the* ^loriection of 
differences due to the estate of the defaulter, is kept quite 
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distinct from all other funds, and the d'flferences due by 
the defaulter are a first charge on this fund. Differences 
are as far as possible paid out of differences. Should 
there be a balance of this account in favour of * the 
defaulter, this balance is carried to the general fund. 

If any members have delivered to the defaulter, on'the 
day of “hammering,” any securities for which they have' 
not been paid, the assets derived from these securities 
must be paid to them pro rata. They are preferential 
creditors only if the securities were handed to the de¬ 
faulter on the day of default» and if the estate is wound 
up by the official assignee, and not by a trustee in 
bankruptcy. 

The assignee will collect the balance at the bankers, 
but if the defaulter be a broker and any part of the bank 
balance represent money paid to the broker for investment 
and not yet invested, the official assignee will pay such 
sum back to the client in full. Legally, the broker was 
the agent of the client, and, pending its investment,' the 
money was the legal property of the client although not 
in his physical possession. 

Other items which the official assignees may secure 
would be bonds, and other securities, with the addition 
of the sums guaranteed by the sureties of any defaulting, 
member of less than four years’ standing. And where' 
other members .have made Ifeans to the defaulter on t||t 
deposit of recurities, they must realize the securities 
within three days o; take them at a price fiked-by the 
official assignee, and pay any balance to him. 

It may happen that the defaulter has had dealings of 
a nature not recognized by the rules of the Stock Exchange, _ 
and, although the official assignees may admit claims 
arising therefrom upon the estate, they will first settle' 
all other claims in full. On thecother hand, they will . 
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immediately fliira anything due to the estate arising 
from such transactions. 

Where the defaulter is a jobber, there is no difficulty 
in^iaking a settlement, as all the dealings would have been 
with brokers or other jobbers, and all are amenable to the 
rules of the Stock Exchange. Where, however, the 
defaulter is a broker, his clients or principals will be 
affected by the failure, and may not altogether agree to 
be bound by these rules. The contract is legally one 
between the client and the jobber through the intermediary 
of the agent or broker, and. the failure of the broker does 
not affect the legal position of the two principals (client 
and jobber). The client may, not later than settling-day, 
ask the official assignee to place him in communication 
with tl*e jobber and he may then insist upon the latter 
carrying out the bargain; or he may employ another 
broker to* complete it((('). If it were a bargain to sell 
to the client, the jobber must deliver the securities, or 
the client may elect to engage another broker to complete 
the transaction. And the jobber may compel the client 
of the broker t<j complete, notwitSstanding the failure of 
the broker. It may seem that the jobber’s claim upon the 
defaulting broker's estate for differences and his settlement 
with the official assign^S, v^uld debar him from claiming 
against the client; "but this is not so, the differences 
^account being a purely Clock Exchange rule, and not 
affecting the public in any way. . 

The official assignees have to provide sureties from 
among the Stock Exchange members, and have to prepare 
a statement to be furnished to the committee once a month. 
The receipts and payments on account of all estates of 
defaulters are passed through a special bShking account 
in the names of the joint oflfitial assignees, and the 

(«) Duncan f. Hill, L. IJ. 8 Ex. p. 243. 
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committee may order any balance to be p^id over to the 
account'of the Stock Exchange Benevolent Fund, subject 
to' recall by the committee for distribution amongst the 
creditors of the estates. A further statement of all sums 
' so paid over, and of the amount remaining in the hands of 
the trustees of the Stock Exchange Benevolent Fund,.on 
December 31st of each year, is deposited in the committee 
room and open to the inspection of all members of the 
Stock Exchange ; and on March 1st the assignees lay 
before the committee a complete statement of dividends 
paid on each defaulter’s estate .during the past year. 

The scale of remuneration to the official assignees is 
5 per cent, on estates up to ,£'1000, aj per cent, up to 
2^5000, and lit per cent, from £^000 upward-s, collected. 



CHAPTER IX. 


CONSOL.S. 

• 

The low price of Consols may be due to one or more 
of several causes, and some eminent financiers have 
endeavoured to state these causes and indicate methods 
by wir<ih the market price of our premier security may be 
raised. 

The masktt price of any .security may be said to depend 
upon •— 

1. The rate of interest which it earns. 

2. The cetiaiii^y or security it,offcrs to its possessor, or 

the risk of loss of capital; and, where the interest 
is .not fixe’d, the prospect of an increase or a decrease 
in '■he rate thereof. 

3. The existence ot, absence of a market offering 

facilities for dtaling in the securities. 

4. The facilities or difficvl^cs in the method of transfer. 

Interest or Dividend is not true interesj, but a com¬ 
bination of true interest with a compensation for risk. 
Consols, if not entirely devoid of rislc, are as nearly certain 
as possible, and the rate of yield on this security at market 
price is generjilly regarded at the present rate of true 
interest. 

ExAMPLES.i-True interest at the rate of per cent, per annum 
implies a market price of Consols at,^ay, 90’, g, ^at is to say that 
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£<)o]l at 2( per cent., is eciuivalmt to £ux> at el per cent., the latter 
bem^ the fixed rate of interest on Consols; and an Investor who 
retimres 2] per cent, interest will offer only/()o]'; for/too nominal 
stock. Similarly, true interest at , per cent, implies a market price 
of Consols at 8,', ; and when Consols are iiuoted at So, the true 
interest is 3I per cent. 

A comparison ol the yield at market pricc.s in the shape 
of interest on an investment in Consols, with the yield on 
an investment in another security carrying a fixed rate of 
interest, will reveal the general estimate of the risk of loss 
of capital involved in the latter, which is the difference 
between the two rates of yield. 

K.'LAMl’l.r.- If Consols be (|uo(ed at 83', they yield, to a puichascr 
.it lluu price, an interest at the r.ilc of 3 per cent. If another security, 
carrying a li.xed rate of interest of 5 per lent., be r|uoted'^at 125,11 
yields to the purchaser an interest .it the rate of 4 jicr cent. (4 per 
cent. 011/125 = 5 percent, on/iooy And the difference between the 
yields (3 per cent, and 4 per cent.), namely 1 per cent., represents the 
market's estimate of the risk involved in the last-named security, and 
the comiicnsation demanded for that risk. 

A comparison of the yield, at market prices, on Consols , 
which carry a fixed rate of interest, with the yield on 
another security the interest or dividend upon which 
fluctuates, should also disclose the compensation demanded 
for risk to capital; but the market price of the security is 
based upon the market’s estimate of its (the undertaking’s) 
profits at present or in the immediate future, as well as it? 
estimate of risk to capital invested. The latent declared 
dividend of a company related to its profits earned during 
a period antecedent to the declaration of the dividend, but 
present market prices reflect the general estimate of the 
profits now and in the immediate future. Suppose that a 
certain Stock, not carrying a fixed rate of interest on 
dividend, was quoted in the market on January ist at too 
(par) upon the declaration of a dividend of 4 per cent.— 
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the yicld^bciifg 4 per cent.--and that on March* ist the 
market price had fallen to 88;. Based upon the previously 
dejlared rate of dividend, the yield at 88J would be 4.I per 
cent. Further, suppose that between January )st and 
March 1st the price of Con.sols has .so fallen that the yield 
is increa.scd by ] per cent., and that the risk attending the 
other Stock lia'^ not increased or decreased. Then, it may 
be assumed that the general estimate of the dividend on 
the Stock for the present period will be at the rate of 3J 
per, cent, instead of 4 per cent. 

Thus: On January 1st, the Stock was quoted at par, 
investors in that stock requiring 4 per cent, interest. Since 
then, the rate of yield on Consols has advanced percent., 
and, ot’^er things being ciiual, a corre.sponding increase in 
the yield of the given stock will be demanded, raising it to 
4j per cenj. If now the market price of the slock falls to 
88' then because 4] per cent, on ,{^88; equals 3J per cent, 
on .^100, it is clear that the market price of ;^88; is based 
upon an expectation of a dividend at the nite of 3 [ per 
cent. The figures arc approximate. 

If the anticipated rate of interest were 3 J per cent, and 
the reduction were accompanied by a sense of greater risk, 
the greater ri' k would be expressed in a further reduction 
in the market price. 1 

The third condition, tliaj of a market for dealing in 
•securities, is of some imporfance, because a good market 
tends to increase the price, and, therefore,’ decrease the 
yield of a security. The Stock Exchange is, undoubtedly, 
the best market for the purchase and sale of Bonds, Stocks, 
Shares and other like securities, and if any particular stock 
is exclu4ed from that market, its price is jailer and its 
yield greater by comparison with similar stacks.which arc 
bought aiid«sold on the ^tock Exchange. For this rca.son 
Joint Stock Companies are, generally, content to comply 
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with the somewhat rigid regulations govermng ;lhe admis¬ 
sion of securities to a Stock Exchange settlement and 
official quotation. An investor does not usually (ian- 
, template holding a given security for all time and under 
all conditions, and therefore prefers a security which is 
quoted and sold on the Stock Exchange—the best possible 
market. 

The fourth condition, mentioned above, whilst of far less 
importance than any of the preceding conditions, does 
affect the market price of securities to some extent. The 
holder of securities desires not only a good market, but 
also an easy method of transfer compatible with a sense 
of safety in the possession of the security, and an absence 
of the risk of loss by his being wrongfully dcprivfd of it. 
A method of transfer of one class of security which entails 
much more trouble than that adopted for olhqr securities 
must have its effect upon its market price. 

There arc three methods of transfer applicable to the 
several classes of securities dealt in on the Stock Exchange, 
namely:— <. ' 

(i) Transfer by delivery only ; 

( 3 ) Transfer by deed of transfer ; and 
(3) Transfer by transfer ticket and identification of the 
< seller, who must attend poriionally at the Bank 
or appoint an attornpy. 

The first method applies to Securities, the certificated 
of which do 'not bear the name of the holde;’, and are 
called “Bearer” Securities. This class includes many 
Foreign and Debenture Bonds, as well as Share Warrants 
to Bearer. No easier method of transfer than this could 
be devised, it requires simply the exchange of the 
Bond or Warrant for a cheque or other form of money; 
but the certainty in its possession is greatly curtailed by 
its being regaidcd as a • Negotiable " instrument. Some 



CONSOLS 


241 


instruments, a$ Bank Notes and other Promissory Notes, 
Pills of Pixchange, and Cheques have been made “ Negoti¬ 
able " by Statute, or Act of Parliament; others, including 
sedhrities to Bearer, have been made " Negotiable ” by the 
custom and usage of the market—the Stock Exchange— 
which custom has been adopted by our judges and forms 
part of our Common Law: and this “negotiability" of 
these instruments confers upon an innocent holder for 
value the legal title to them, notwithstanding that they 
were received from one who had no legal title to them. 
Thus, if a person steals a Bearer Bond and disposes of it 
to an innocenl person who takes it in good faith and gives 
value for it, the latter acquires a legal title to it, and the 
loss f'dls Upon the person from whom it was stolen. 

The 1 :hird method goes to the other extreme, making 
it very difficult for any other than the true owner to 
transfer tfie security. There is the great difficulty pre¬ 
sented by the rule that .the true owner must attend per¬ 
sonally at the bank, and must there be identified as the 
true owner b) his banker, and tlie risk of detection which 
acts as a dcterrcait to would-be impersonators; but these 
safeguards in possession are obtained at the expense of 
considerable trouble to the true owner who wishes to dis¬ 
pose of his securitie^s.* * Any safeguard in possession of 
securitie.s must be created at the co.st of decreased facilities 
,of transfer by the true otrfter. This method of transfer 
applies to Consols, and some other securities,' in respect 
of which rfo certificate is i.ssued to tfip holder. 

The .second method of transfer is in the nature of a 
compromise between the first and third, combining a 
reasonable certainty in possession with fair facility of 
transfer ;* and this method is adopted in reflect of shares 
of most Companies. A certificate is issued*in the name 
of the holder, which certificate,, together jvith a transfer 
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deed .signed by both buyer and seller, must be lodged with 
th§ Company, who will thereupon transfer the'shares to 
the buyer, and issue a new ecrtificate in his name. The 
Company may compare the signature of the seller, as it 
appears on this deed of transfer, with either his signature 
as buyer on the previous deed if he purchased the shates 
from a previous holder, or his signature on the form of 
application if he were an original holder. 

The Goxernment appears to have recognized that the 
difficulty of transferring Con.sols resulted in a restriction 
in dealings in them, and has' instituted, in respect of a 
limited quantity, the simple method of using “ Hearer 
Consols ” ; and one suggestion of financiers is that the.se 
Bearer Consols certificates should be issued in larger 
quantity and in smaller denominations, say ;^5 or £io 
and certain multiples thereof. It is believed that such 
Bearer Consols would be readily purchased by perspns of 
small means who desire the most secure investment, and 
it is suggested that safety in possession might be secured 
by the deposit of the securities with a banker, or at certain 
po.st offices by special arrangement. 

The French Government, in 1871, granted “Rentes’’— 
equivalent to our Consols, either in the name of the 
applicanf or “to bearer” ; and the. perman Government 
i-ssues certificates of its Imperial l.oan in small denomina¬ 
tions. 

Some people -suggest that the method of transfer by 
deed and the issue of„ccrtificates, as observed in the case 
of most Companies, should be substituted for the present 
more cumbrous method of transferring Consols ; but there 
are difficulties, and perhaps the chief of the^e is the risk of 
loss to the, Ba^k or the government 

The loss 'by wrongful conversion or sale^ of Bearer 
Securities falls,upon tho person 'from whom they were 
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Stolen or frau( 4 u 1 cntly obtained ; and the loss by wrongful 
conversion of Consols falls upon the broker who wrongfully 
identified the transferor as the true owner to the Bank— 

r 

neither the Bank of England nor the Government are the 
losers in cither ease. It is true that the Bank of England 
is’liablc to the true owner for wrongful conversion, but it 
has successfully maintained its right to be indemnified, or 
rec( mpensed, by the broker for losses incurred through 
his wrong identification. But the lo.ss occasioned by a 
Company’s transfer of Shares on the authority of a forged 
transfer deed falls ncither^ll>on the true owner, nor upon 
the broker, but upon the Company; and if the Bank of 
E-ngland did not insist upon identification of seller by 
broker^ but relied upon a transfer deed, any loss consequent 
upon the transfer of Consols by forged transfer deed must 
fall upon cither the Banker the Government. Instances 
of wrong transfer seldom occur with Companies, and are 
not unknown in the ca.se of Consols. 

The ct'iitention that the removal of restrictions of 
transfer and the issue of Bcartir Consols Certificates of 
smaller denommations would tend to Yaise the price 
of Consols is a reasonable one. This investment would 
appeal to a wider circle, would be in increased demand, 
and a rise in the prjp^muSt follow; but it may bp doubted 
whether the effect would be very marked. 

Another method of Irifcreasing the* market price of 
consols, and one which has been suggested" recently, is to 
increase the rate of interest from, per cent to 3 pef 
cent., and there can be no question that this means would 
be effective. This conversion should, it is suggested, not 
increase the Interest payable by the Government, but be 
effected by the exchange of 6 s. 8 ti., in,3 per cent 
Consols far ;^ioo in 2^ per cent. Consols-»-an exchange 
which would affect nmther tha market yalue of, nor the 
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amount of interest payable upon, the stocl<» held by any 
stockholder (3 per cent, on 83 6 s. = 2.t per cent, on 

;flOo). , 

The price of Consols has been in the neighbourhood of 
80 during February, 1911, and 2] per cent, on ;^ioo is 
equivalent to 3J per cent, on £^Q', the yield on Con!so‘ls 
is, therefore, 3J per cent. If the rate of interest were 
increased to 3 per cent, and the market demanded 3i per 
cent, on the investment, as at present, then the market 
price of the newly created 3 per cents, would be 96 (3I, 
per cent, on £<.jG = 3 per cent. On ;6'ioo). 

In other words, since inve.stors will not buy for less than 
a yield of 3^ per cent., and holders arc content to sell at 
that price— ^ 

Consols, at el per cent., will be sold at 80. 

Consols, at 3 per cent., would be sold at 96. 

The conversion of 2}, per cent. Consols into 3 per cent. 
Consols has the advantage to be derived from a national 
pride in the increased market price of the national funds; 
and the disadvantages'of reducing the nominal holding 
of each stock-holder, some of whom might regard it as 
serious ; and of reversing the process by which, throughout 
our history, the rate of intcrc.st oon' thy national debt has 
fended towards a reduction. In 1694 the Government 
borrowed from the' Bank of Eng'idnd at 8 per cent, interest, 
subsequently it* issued stock at 5 per cent., and under the 
scheme arranged in copjunction with the notorious South 
Sea Company, this was reduced to 4 per cent. Still later, 
stocks were issued carrying an interest at the rate of 
3 per cent., and'the various issues of this stefck were con¬ 
solidated and 'pecame known as Consols, or Tnree-per 
cents. Under Mr. Goschen’s scheme the.se Consols were 
converted into 2| per cent, for a'fixed period, and 2| 
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per cent, aften the lap.se of that period. These copversions 
did not affect the nominal value of .stocks, which was,not 
increased to compen.satc the holder for a reduction in the 
rate of interest. The immediate effect of a reduction to 
2 } per cent, was seen in a reduction of the market price 
of Consols, but the reduction in the price was not so great 
as that of the interest, and by the year 1894 the 2 { per 
cen*. stock stood higher than the 3 per cent, stock had 
ever been, and during a few subsequent years it rose to 
a height which few could have contemplated. Perhaps 
the chief cause of this rise of price, which commenced in 
1894, maybe found in the concentration of capital at home 
which, under normal conditions, would have found em- 
plt/raeni abroad, and the consequently increased demand 
for good securities In Ifngland ; and it may be noted that 
all first-class securities shared with Consols in the rise 
m markef prices. The grave financial troubles in America 
and in Australia had, brought about a reaction, and the 
element of risk in investments in those countries, which 
had been u;i<ler-cstimated, was estimated at its true value, 
or, probably overestimated, and little Capital was sent 
abroad. 

During the present century, the market price of Consols 
has fallen to a poin^l6\Jrer»than any reached foryery many 
years—indeed, since 1847. The Boer War increased the 
National Debt and so aUs&rbed a large ■amount of capital, 
and circumstances have combined to produce very many 
other securities in competition with, Consols in our market! 
Australia has recuperated and has enjoyed an era of great 
prosperity; Canada is developing at a great rate; the 
Argentine is* also rapidly developing, and the same may 
be said of South Africa. The,world is,at,peace: the 
feeling of,insecurity which kept British capital at home 
has given place to confidence, in Colonial and Foreign 
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investments ; many foreign loans have been floated here; 
and our home industries have enjoyed a period of pros¬ 
perity. All these things have opened up avenues for 
British capital, and the safe but small interest-bearing 
Consols naturally have been comparatively neglected and 
have fallen in price ; and the same may be said of other 
first-class securities. 

Generally, a marked rise in the price of Consols has 
been contemporary with a rise in the price of all first-class 
securities, and a fall in the price of Consols has been 
accompanied by a fall in the price of all first-class .securities. 
If the fall in Consols has been proportionately greatci than 
that in the other securities, it may have ari.sen from the 
fact that the investing public has altered its estimate of the 
risk involved in an investment of our first-class securities; 
and probably this is the chief reason. But it may be partly 
due to Consols being neglected because of the difficulties 
presented by methods of transfer which are capable of 
amendment, and it would seem that the facilities for their 
transfer should, as far as' possible, be as great as those 
afforded to other securities, that Consols may possess the 
full advantage of their unrivalled security. 

A comparison of the yield from various Stocks bearing 
interest a,t a fixed rate, at prices ijnojed in a recent issue 
of prices on the Stock Exchange, reveals:— 



#' t 

I’ricc. 

Yield pci cent. f)cr annum 

■2.]% Consols 

81 

3-6s 

3% French Rentes 

96.', 

3-11 

3% Imperial German 


3-55 

4% Russian ' ... 

95 

- 4-21^ 

4%Japanese ^ ... 

,91 

4'39 

3% Portuguesd ... 

66 

4 fSS 

3i% New South Wales 

9SJ 

'••• 3-57 
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Trice. 

Yield per ceni. jx 

3i% London County 

too', 

3'4i 

4% Pref. G.N. Ry. 

94 

4-25 

3*^ „ Caledonian Ry. 

66 

4'55 


.An alteration of the rate of interest paid on the security 
will affect its price, but not its yield. 

Thus, if all of these securities were two-and-a-half per 
cent., as arc Consols, their yjrices would be aboutFrench, 

; German, 70^ ; Russian, 59A, and so on; and the 
yield would remain the same. Individually, the price, and 
the yield, may alter without any alteration in the rate of 
interest, in which ca.se it would be due to a rise or fall in 
the estim ’.tion in which the security is generally held, and 
to a c(Jrresponding decrease or increase in the compensa¬ 
tion denianded for risk by investors. Collectively, the 
p' ices, add the yield, may alter by a rise or fall in the 
marlcet rate of interest on capital or loatiable money, in 
which case, o'^her things being equal, the rise or fall would 
affect all pr-^es in approximate!)* equal degree. It may be 
noted that somq Government Stofle, c.g. Consols, French 
Rentes, and Imperial German, are not redeemable at the 
instance of the Stockholders, whereas in many loans to 
Foreign Governmenti it is agreed that the loan .shall be 
redeemable at par on a stated date, or earlier; and as that 
date approaches the pnic#> of the stcx;k, or bonds, will 
approach par, unless there is a fear that the Government 
will not iTieet its obligations. 
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